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It is not to be expected that the candidates who took the re- 
cent New York C. P. A. examination appreciated at their true 
worth the evident efforts of the. board to link together the three 
accounting subjects, theory of accounts, practical accounting and 
auditing. Accountants at large will undoubtedly rejoice at this 
new departure, and it is to be trusted that subsequent examinations 
will find the board quite as anxious, as it seems to have been 
lately, to check the optimism which has prevailed for quite a 
while among accounting students, in regard to the ease with which 
the goal could be reached. 

The questions in commercial law, theory of accounts and 
auditing, while eminently fair, clear, and well constructed, are 
not of the type which permits a candidate to dodge and to guess. 
Only the man who knew and who had the courage of his con- 
victions, could answer ten questions in such a manner as to sat- 
isfy a board of examiners that he possessed the qualities of 
mind, the analytical power, and the maturity of conception which 
ought to comprise the preliminary equipment of an accountant. 
It would be well if the wholesome lesson given by the C. P. A. 
examination of June 25, 1912, brought future candidates to the 
proper appreciation of the task which may be imposed upon 
them. 

The questions in practical accounting must have given quite 
a shock to candidates who in their scholastic innocence had come 
to the conclusion that the successful passing of an examination 
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depended upon the classification of questions asked in former 
years, and upon the memorizing of appropriate answers to the 
different types. To them, problem No. 1 of Part No. 1 must 
have spelled “Revolution.” And yet, is it inconceivable that one 
would have the presumption to consider himself worthy of ac- 
counting recognition, who, from 1907 to 1912 has remained so 
indifferent to the evolution of his profession, as not to be inter- 
ested in ascertaining what effect if any, the rulings of the inter- 
state commerce commission have had upon generally accepterl 
accounting theories and methods. 

Of course, unsuccessful candidates will say that the problem 
was technical, and consequently unfair, but there is no doubt 
that after they have become familiar with the work of the inter- 
state commerce commission and learned to appreciate the ac- 
counting beauty of its balance sheet, they will hold a different 
opinion. Having realized the narrowness and inadequacy of 
some of the theories which they had previously considered as a 
panacea applicable to all examinations, they will thank the board 
for directing their attention to a vital accounting question. 

Problem No. 2 is interesting because while simple in the 
extreme, it compels the candidate to realize that class room 
theories do not always walk hand in hand with practice. Here 
is a case where the inventories of the period prior to the one 
under review, are computed at the labor cost of mining opera- 
tions only, i. e. $1.50 for gallery mining and 50 cents for ware- 
housing and 20 cents for transportation charges to assay Office. 
Hence, the accounting system adopted by the Pinta and Merce- 
des Mining Co. provides that the mining overhead expense be 
applied as a whole to the tons of ore sold, instead of being ap- 
portioned between the tonnage mined, warehoused, sold, and the 
inventory of ore mined and remaining in galleries in warehouse, 
and in assay office. 

If such were the conditions prior to the period covered by 
the problem, the candidate should have respected them irre- 
spective of what he considered the only proper way of applying 
cost. 

The difference in assay, which smelters charged back to the 
mining company would, of course, have been deducted from the 
sales, since it cancelled part of the charges made for sales. But un- 
der no condition were the freight on ore assayed and the freight 
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on shipments to smelters to be treated as deductions from sales, 
since the contract between the mines and the smelters is sub- 
stantially as follows: Send us your output, and we will buy it 
at the rate called for by the result of the assay. This remark is 
all the more important because so many students of accounting 
believe in the infallibility of the theory that freight and cartage 
outward are always deductions from sales. 

It is pointed out also that any candidate who treated royal- 
ties paid in advance, disbursements out of a funded reserve, and 
loss due to the discarding of a capital asset as cost of mining 
was fitted for neither the test in practical nor the test in theory. 

Problem No. 3 offered the candidate an opportunity to show 
whether or not he could apply principles of accounting. If he 
could do that, the solution of this simple problem would have 
consumed about 20 minutes at most, thereby allowing him at 
least 2 1-2 hours for the other problem. 

Problem No. 3: What the problem required, was to add and 
to deduct from the assets of a prior period; 

a. The cash receipts which were obtained through the crea- 
tion of an additional capital stock liability, 1. e. increase 
of capital stock paid up. This not being income but 
merely cash receipts had to be treated as the first addition 
to the assets previously held. 

b. The income of the period, that is to say, that which had 
come in as a result of the sale of trading assets, of the 
investment of capital in securities, and of the deposit of 
cash at interest. 

c. The disbursements which affected the assets, that is to say: 
1. The disbursements of cash for the purpose of liquidat- 

ing liabilities of the prior period. 

2, The disbursements of cash for the purpose of paying 
for the purchases of the period which had been sold 
To the case in point $20,000 worth of purchases hav- 
ing been paid for, and $500.00 of this amount having 
been applied to increase the inventory of the prior 
period, only that which was consumed could be con- 
sidered as disbursed. The same principle applied to 
stable supplies. 


3. The disbursements of cash for the purpose of paying 
expenses ana meeting fixed charges. The essential 
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thing to understand in the handling of this problem is 
that since only assets are the question at issue, the ac- 
crued assets reflected by credits to income over and 
above the amount received in cash are to be considered 
as income while the accrued liabilities, represented by 
debits to income over and above the amount paid in 
cash are not to be included in the disbursements. 

The statement required by the problem appears to be similar 
to a statement which the insurance department of the state of 
New York requires of insurance companies, the object of 
which is to express in analytical form the fluctuations of assets 
as they have occurred during the period.* 





THEORY OF ACCOUNTS 
UNIVERSITY OF THE STATE OF NEW YorK 
33p ACCOUNTANT EXAMINATION 


Tuesday, June 25, 1912—9.15 a. m. to 12.15 p, m., only 


“The Regents of the University shall make rules for the examination 
of persons applying for certificates under this act, and may appoint a 
board of three examiners for the purpose * * * ” (Laws of 1896, ch. 
312, sec. 2.) 


Answer I0 questions but no more, selecting at least two questions from 
each group. Answers in excess of the number required will not be con- 
sidered. Do not repeat questions but write answers only, designating 
by number as in question paper. Check (v) the number of each one of 
the questions you have answered. Each complete answer will receive 
10 credits. Papers entitled to 75 or more credits will be accepted. 


Group I 

1 Reduce the single entry system to a few accounting equa- 
tions that will embody all its basic principles. 

2 What is the relation of nominal accounts to real accounts? 
How do these accounts fulfil the purpose for which they are 
created ? 

* Extensive comments on the three problems of part II will be published 
in the September number of the Journal or ACCOUNTANCY. 
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3 Describe (a) a self-balancing ledger, (b) the voucher rec- 
ord. How is the former operated? Are claims made for the 
latter justified? 

4 Submit a ruled form ot a capital stock ledger that will 
permit the recording of all the information required of that 
book by the New York Statute. 

5 State two different theories in relation to the presentation 
of a balance sheet as far as classification is concerned. What 
is the reasoning on which they are based? 


Group II 

6 State two ways of treating consignments inward, when 
goods are to be sold subject to commission at the price at 
which they are consigned. Give the arguments for and against 
each method and your views thereon. 

7 How does the Interstate Commerce Commission require 
reserves to be presented on the balance sheets of common car- 
riers ? 

8 State your opinion in regard to the technic of journalizing. 
Show wherein your view is in accord with the evolution of the 
books of account. 

g A company has leased ore-bearing lands capable of pro- 
ducing 50,000 tons of ore on the basis of a royalty of 10 cents 
on each ton of ore mined and has guaranteed a minimum royalty 
of $1,200 a year. At the expiration of the first year the mini- 
mum royalty has been paid although no ore has been mined. 
What journal entry would you make in connection with the 
foregoing? Explain. 

10 After due foreclosure proceedings A sells for $20,000 the 
land and buildings mortgaged to him by B, to whom he had 
loaned $26,000. There is no question about the regularity of 
the sale, the loss being due to a drop in real estate values. 
The property sold is located in Westchester county and the 
mortgage is recorded in White Plains, N. Y. Journalize the 
transaction on the books of A. 


Group III 

11 What reason can you give for the creation of a reserve 
for a sinking fund when the reserve is not to be funded? Ex- 
plain fully. 
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12 When preparing a statement of realization and liquidation 
in the case of a company dissolving itself, how would you treat 
reserves for depreciation? State three methods of treating the 
matter and give reason for your preference. 

13 A title insurance company collects its fees for searches 
and insurance, on signing the contracts with the clients. The 
work to be done may extend over several months. Suggest a 
method of recording whereby the income may be spread over 
the period in which the expense is incurred. 

14 A street railway company has been granted a franchise 
for a new line; the legal expenses incident to the grant have 
amounted to $5,000; the cost of the consents has been $22,000; 
the cost of paving the streets between the tracks, which was a 
condition of the franchise, has been $425,000. Journalize the 
above and give reason for your entries. 

15 A has received notice from his life insurance company 
that a dividend of $9 has been declared on his policy. He elects 
to accept a “reversionary addition” of $15 to the principal of his 
policy, in lieu of a cash dividend. Journalize the transaction on 


the books of the insurance company. 


THEORY OF ACCOUNTS 


Group I. 
Answer No. I. 

a. Initial assets less initial liabilities equal initial net worth. 

b. Increases of assets, plus decreases of liabilities, equal fac- 
tors in favor of the proprietor. 

c. Decreases of assets plus decreases of liabilities, equal fac- 
tors against the proprietor. 

d. b less ¢ equals increase of capital during the period. 

e. Closing assets, less closing liabilities, equal net worth at 
the end of the period. 

f. Increase of capital during the period plus withdrawals of 
capital during the period, (or minus additional contributions of 
capital during the period) equal profits of the period. 

g. Decreases of assets, plus increases of liabilities, equal re- 
sources used during the period. 
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h. Increases of assets, plus decreases of liabilities, equal ap- 
plication of resources during the period. 


Note—Equations a, b, c, d, e, form the basis of the statement of assets 
and liabilities. 
Answer No. 2. 

The relation of nominal accounts to real accounts is one of 
analysis. 

They fulfill their purpose by recording, during the account- 
ing period, in special accounts so named as to indicate the ana- 
lytical facts which they contain, the causes which have resulted 
in: (a) the income or the outgo of values inferior or superior 
to those which have gone out or come in; (b) the outgo of values 
in payment of services the value of which they measure; (c) the 
income and the outgo of financial values for which nothing has 
been given or received. In other words, they show all gains, 
losses, benefits, expenses, and cost of services. 


Answer No. 3: 

a. The term “self balancing ledger” is used in connection 
with subsidiary ledgers which contain a balance account, sumie- 
times referred to as “control.” The individual accounts con- 
tained in the ledger are posted daily; at the end of each day, the 
aggregate of the transactions thus posted in detail is gathered 
independently, and posted as a “control” account, on the side 
opposite to the one in which the individual posting was made. 
The book is supposed to be advantageous in so far as it permits 
the employee who keeps it to know at all times the balance 
which his individual accounts must give. 

b. The voucher record has often been said to be a combina- 
tion of the purchase journal and of the creditor’s ledger. It 
contains all the invoices received, and is so arranged as to show 
periodically the total amount of purchases and the classes of 
goods purchased. It also contains a column wherein the amounts 
paid to creditors or the dates of such payments, or both, 
are recorded. It is precisely because it gives the net amount 
due to the aggregate of the creditors that it has been said to be a 
creditors’ ledger as well as a purchase journal. Nevertheless, 
the book cannot show the amount due to any given creditor, un- 
less it is made cumbersome by the addition of as many columns 


83 








The Journal of Accountancy 


as there are possibilities of a settlement by the purchaser, and 
the different vouchers payable to each creditor are recapitulated 
both as to debits and credits. Hence, there must be kept in con- 
junction with the voucher record a system of cards, or memo- 
randa of some sort, which will show the status of each individual 
creditor’s account, provided such information is desirable. It 
seems that, whatever else can be claimed for the record in the 
line of convenience and analytical power, it is not a ledger in the 
true sense of the word and cannot take the place of that sub- 
sidiary book. 

Answer 4. 


Stock Ledger, pe 
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Answer 5. 
1st Theory: The balance sheet being a statement made by 
a going concern to display its financial status on a given date, it 



































is essential that it should show: 

(A) The capital (or fixed) and the working and trading as- 
sets obtained as a result of the investment of capital by the pro- 
prietor, the partners or the stockholders, and of the investment 
of that part of the profits which was not withdrawn from the 
business, opposing thereto the capital accounts of the proprietor, 
or of the partners, and the capital stock liability of the corpora- 
tion to the stockholders. 

(B) The current assets which measure the capital of the con- 
cern not permanently invested in the business and invested in 
trading, working and manufacturing assets, that is to say that 
part of the capital which is available for the liquidation of cur- 
rent liabilities. 

(C) The special assets, such as “Accrued income not due,” 
and “Deferred debit items,” which are not as yet available, or are 
assets only because not consumed for the purpose to which they 
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are destined. To these groups of assets, there are opposed cor- 
responding groups of “Liabilities accrued,” and of “Deferred 
credit items.” 

(D) The excess of all the items appearing on the asset side, 
over all the items appearing on the liability side, whatever their 
nature, or, in other words, the total undivided profits of the 
proprietor, of the partners, or of the stockholders. 

2d Theory: The balance sheet being a statement made by a 
going concern to display its financial status at a given date, the 
most important fact to which the attention of the reader should 
be called is the liquid assets, opposed to the liquid liabilities. 
This measures the condition of the company from the financial 
point of view, and shows whether or not it is in such a 
condition as to permit the continuance of its activity without ne- 
cessitating outside assistance, or the sacrifice of assets. Under 
this theory, the assets are shown in the order of their liquidity, 
while the liabilities are shown in the order of their maturity. 


Group 2. 
Answer No. 6. 

1st Method: Debit consignment and credit consignor with the 
consigned value of the goods received. When goods are sold, 
credit consignment account, and debit customers with the amount 
of the goods sold. At the same time, debit consignors and credit 
accounts payable with the value of the goods sold for their ac- 
count, less the amount of the commission earned by the con- 
signee which is credited to a nominal account. At this point, the 
amount left in the consignment account will be equal to the 
amount left in the consignor’s account. On the balance sheet, 
state both the consignment account and the consignor’s account. 

2nd Method: Record the value of the goods consigned in a 
memorandum book and make no entries in the general books un- 
til a sale has taken place. At this point, submit, from the memo- 
randum book, data which will permit the general bookkeeper to 
make an entry charging customers for the amount of the goods 
sold, and, crediting accounts payable with an amount representing 
the value of the sales less the commissions earned thereunder, on 
the balance sheet show neither the goods consigned nor the con- 
signor’s account. 

The objection usually made to the first method is that it re- 
flects on the books and in the balance sheet a fact which is not 
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an asset, and another which is not a liability at least until the 
goods have been sold. 

The objections often made to the second method are (a) it 
uses a book of original entry as a “memorandum book’’; this is 
contrary to accounting principles; (>) it fails to record in the 
general books a fact which may be overlooked at the end of a 
period, thus making possible the inflation of inventory values, é. e. 
inflation of profits; (c) by omitting to make the balance sheet 
reflect valuable information concerning the activities of the con- 
cern, it fails to give all the material facts which contribute to a 


clear appreciation of its financial status. 
The latter part of the question cannot be answered officially, 
since it opened the field for the display of personal opinions. 


Answer No. 7 

(A) Reserves for depreciation of the property investment— 
road and equipment, and, if the occasion arises, reserves for de- 
preciation of materials and supplies in stores and equipment, are 
to be deducted on the face of the balance sheet from the assets for 
which they were created. 

(B) Reserves created by charges to operating revenue or to 
operating expenses, to provide for overcharges, personal injury, 
insurance and other claims of similar purposes, are to be included 
in the group “Deferred credit items,” under the heading “Oper- 
ating reserves.” 

(C) Reserves created by charges to net profits, or to surplus, 
are to be stated, under the heading “Reserves from income or 
surplus,” as follows: 

a. Invested in sinking and redemption funds. 

b. Invested in other reserve funds. 


c. Not specifically invested. 


Answer No. 8. 

The original journal was not a book of first entry; the daily 
transactions were recorded in a “day-book,” or “blotter.” This 
book gave all the historical and financial facts relating to every 
transaction. From the blotter, the transactions were recorded in 
a journal, by groups, according to their nature; from the journal, 
they were posted in the ledger. The modern journal having, in 
the course of its evolution become a book of original entry, and 
supplanted entirely the old-fashioned blotter, combines two 
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books, and must give the information which was once to be found 
in both. Consequently, it may be said that a journal which 
merely states debits and credits, and does not give such informa- 
tion as will make the recording of the facts clear and lucid at all 
times, fails to fulfill its purpose and is worthless as a book of 
original entry. 


Answer No. 9. 
JOURNAL ENTRY: 


ROyvORIsS. .OOIG 1h BOVANOD. <6 6 akin nisccadstesenesows mene $1,200.00 
WO MOO bicccwecanceeiceesscusaabe eee $1,200.00 


The reason for this entry is that while the company has not 
taken advantage of its right to mine the 12,000 tons of ore for 
which it has paid a royalty of 1octs. per ton, it has retained that 
right. It is at liberty to exercise it at any future period, with- 
out paying therefor. As a consequence it is deferring opera- 
tions, and stating as an asset that which in the future will become 
a charge against operations. 


Answer No. 10. 
A’s JOURNAL 
JOURNAL ENTRY: 


ee eee ee mr ye er $20,000.00 
ic: DONE oe os iina tina taied ens eagles ae 6,000.00 
To mortgage receivable ...........cccccccss $26,000.00 
To record the sale of the pledge given by “B” 
as a security for an advance to him of $26,000, 
and the proceeds thereof. The claim against 
him arises from the deficiency of the pledge 
under foreclosure sale, this being the law of 
the state of New York in which the transac- 
tions have occurred. 


Group 3. 
Anwer No. II. 

The reason for creating a reserve for sinking fund when the 
reserve is not to be funded is that reserves being created out 
of net profits, the setting aside of a certain amount of the profits 
prevents the directors of the company from declaring dividends 
thereon, thereby making the disbursement of cash necessary to 
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pay for the dividends declared. In this manner the part of the 
cash which represents profits remains invested in the business 
and produces income. It is understood that both the profits and 
the extra profits which their investment brings belong to the re- 
serve, and will be available in some form when required to meet 
the liability. 


Answer No. 12. 

When preparing a statement of realization and liquidation 
there are three possible ways of treating the reserves: 

1. Deduct them from the assets for the depreciation of which 
they were created, and show the depreciated values as the 
amounts of the assets to be realized. 

2. Transfer them to surplus where they will act as offsets to 
the losses sustained on the undepreciated book value of the as- 
sets. 

3. Send them to the credit of the realization and liquidation, 
and, when accounting for the losses, deduct the reserves from 
the amount lost on the undepreciated book value. 

If the candidate had any preference, he should have given his 
reason therefor. 


Answer No. 13. 

Debit cash and credit “Search and insurance fees unearned.” 
As the work progresses debit “Fees unearned” and credit 
“Search and insurance fees” with an amount proportionate to 
the ratio which the amount of work done bears to the total to 
be done and to the ratio which the total cost bears to the total 
profits to be made thereon. 

Answer No. 14. 
LN MN bata ta cues Paces dy ce aA een ew wodene $ 27,000.00 


ata oe aii yl ii A re cols onal Ree Oe 425,000.00 
To cash (or accounts payable) ........... $452,000.00 


To record the cost of obtaining right of way, as 


follows: 
NN os a a ome pea panacea amen $ 5,000.00 
Ge GL, oc akeccadnasceacsdous 22,000.00 


And the cost of paving the streets between 
the tracks which was a condition of the 
franchise. 
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This answer is based on the assumption that the street rail- 
way in question falls under the supervision of the public service 
commission for the first district of the state of New York. The 
commission has ruled that there shall be charges to franchises 
the amount (exclusive of any tax or annual charge) actually 
paid to the State or to a political subdivision thereof as a con- 
sideration for the grant of such franchise or right, while the 
cost of obtaining “consents” must be charged to “Right of way,” 
and the cost of paving to the account which bears that name. 

If it were assumed that the street railway company was not 
under the jurisdiction of the commission, the journal entry might 


be: 


Eee CE re a Cr ne $ 27,000.00 
a re ee ree 425,000.00 
To cash (or accounts payable) ............ $452,000.00 


a for cost of franchise represented by the 
legal expenses incident to the acquisition 
thereof, $5,000, and by the consideration 
to property owners along the right of way, 
for their consent to the laying of tracks, 
22,000 ; 

for cost of paving streets between tracks 
(this being a condition of the franchise), 
which, while not chargeable to the fran- 
chise and representing no property of the 
company, is nevertheless cost of con- 
struction, on which a refund may be ex- 
pected in the line of profits. 


o~ 
S 


Note—It is an open question as to whether or not the legal 
expenses incurred in connection with the acquisition of fran- 
chises by the legal department of a railway company is a burden 
of the asset or may be capitalized. 


Answer No. 15. 
JOURNAL ENTRY: 


ey on ere eee ee $9.00 
To consideration for supplementary contracts....... $9.00 


To record the payment of the dividend under 
policy No. , by application thereof to 
the premium received in consideration of the 
face value of the policy. 
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PRACTICAL ACCOUNTING—PART I 
UNIVERSITY OF THE STATE OF NEW YORK 
33p ACCOUNTANT EXAMINATION 
Tuesday, June 25, 1912—1.15 to 4.15 p. m., only 


(The practical accounting paper consists of part 1 and part 2.) 


The Regents of the University shall make rules for the examination 
of persons applying for certificates under this act, and may appoint a 
board of three examiners for the purpose. * * * ” (Laws of 1896, ch. 


312, sec. 2.) 


Answer two questions but no more. Answers in excess of the num- 
ber required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (v) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 25 credits. Papers entitled to 75 or more credits 
will be accepted. 


1. From the following trial balance after closing taken from 
the general ledger of a railway company June 30, I910, and 
from the notations found below, prepare a general balance sheet 
that will meet the requirements of the Interstate Commerce Com- 
mission : 


; posited at inter Loans payable .......... $ 400,000 
est call SE ee ...-$ 100,000 Trafic and car _ service 
Cash—deposited not at CE ree 171,400 
| aR ae ae ey 55,000 Audited vouchers unpaid 275,000 
Working funds ..... (1) 15,000 Wages unpaid .......... 55,000 
Cee me Gramert ......... 10,000 Other accounts payable.. 79,800 
Agents’ and conductors’ Interest and rents ac- 
errr 30,000 OOS  kczc td cena wees 139,500 
Traffic and car service Tames g0ctuee os .icsscis 20,500 
DOTSNCES 6... nc acsess 172,000 Capital stock authorized, 
Other accounts receivable 22,000 DOCTOITOR  6<ccdidacss 3,000,000 
Investments ........ (2) 950,000 Capital stock authorized, 
Insurance fund ......... 92,000 ees i. aa saes 7,000,000 
Deposits to insure per- General mortgage bonds, 
formance of contracts. 30,000 BUtMOTiZed .....ccccss 5,000,000 
Road and equipment.(3) 15,000,000 Equipment trust certifi- 
Other real estate ....(4) 1,000,000 cates, authorized ...... 2,000.000 
Materials and supplies... 325,000 Reserve for depreciation, 
Accrued interest and road and equipment... 2,300,000 
RRS eins 130,800 
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Discount on bonded in- Reserve for _ general 
Geteedmese .....0660% 52,000 mortgage bonds ...... 600,000 
Equipment trust certifi- Reserve for claims and 
oe ere (5) 65,000 SIOD oi cacoscss (6) 60,000 
Equipment trust certifi- Reserve for contingencies 40,000 
cates unissued ........ 1,235,000 Profit and loss surplus.. 1,262,600 
General mortgage bonds 
ee 1,500,000 
Capital stock unissued, 
| eee eT Tre 1,000,000 
Claims in process of col- 
MMIII: o.5:0 54.6. 4sen be as 20,000 
Cash in securities in re- 
demption fund ....... 600,000 
$22,403,800 $22,403,800 








(1) Advanced to general and special agents, officers and em- 
ployees, for expenses. 

(2) Stocks of steamship and transportation lines not in the 
system; pledged to secure loans payable $650,000; unpledged 
$300,000. 

(3) Prior to June 30, 1907; road $9,000,000, equipment $3,- 
000,000. Subsequent to June 30, 1907: road $1,800,000, equip- 
ment $800,000; general expenditures $400,000. 

(4) Not required for operation of the road. 

(5) Deposited with trustee pending delivery to the railway 
of the portion of the equipment that the proceeds of the bonds 
are to pay. 

(6) Created by charges to operating expenses. 

2. An examination of the books, records and accounts of the 
Pinta and Mercedes Mining Co., for the month of June, r1grr, 
discloses : 

Materials and supplies consumed $9,300; wages: miners $1,- 
530, surfacers and warehousemen $475; stablemen and drivers 
$175; general labor $45; administration expenses $4,250; taxes 
$130.40; balance of wages unpaid $135; royalties paid on leased 
lands not operated $125; feed consumed and sundry stable ex- 
penses $330; spent out of funded reserve for injuries $500. 

Mining operations: ore mined 1020 tons; brought to the sur- 
face and warehoused 950 tons; sent to the assay office 1,115 tons; 
charged by assay office for analysis and assay $10 per ton; cost 
of transportation to assay office 20 cents per ton; shipped from 
assay Office to Mexican Smelters Co. 1,295 tons; sale price $40 


gI 








The Journal of Accountancy 


per ton; cost of shipment 45 cents per ton; charged by smelters 
for difference in assay $200. Ore inventories May 31, I9II: in 
assay office, 180 tons, $396; in mine galleries, 250 tons, $375; 
in warehouses, 500 tons, $1,000. 

Reserves: for leveling of land $50; for depreciation of ma- 
chinery $300; for exhaustion of mines 10 cents per ton. Repairs 
to machinery amount to $50 and are included in administration 
expenses. 

Discarded during the period seven narrow gauge wagons, cost 
altogether $350, aggregate residual value $20. 

Prepare a statement of income and profit and loss for the 
month of June, 1911, showing the ton status and the location 
of the ore inventories on June 30, and the labor and transporta- 
tion cost per ton of ore surfaced and warehoused, sent to assay 
office and shipped. 
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SoLUTION OF PROB 


THE BLANK RAIL 
GENERAL BALANCE 
ASSETS 
Property INVESTMENT: 
Railroad Equipment: 
Investment to June 30, 1907: 











eee ns che eahan ddan eked uae $ 9,000,000.00 
SERS eee 3,000,000.00 
ici niareed inane ss SdeD $12,000,000.00 
4 Investment since June 30, 1907: 
see ie diccenes pive hide een $ 1,800,000.00 
Bquigmment .......c.sccccccccsccccevees 800,000.00 
CUETGE GROGMGIINIES 20.00. ccscccieccces 400,000.00 
BE 65i20 ces) gemtes i aoninabiie nde $ 3,000,000.00 
i cha cbnwhicke dese Lenses de dh aad $1 5,000,000.00 
Deduct : ae 
Reserve for accrued depreciation ..... 2,300,000.00 
$12,700,000.00 
Other Investments: 
Physical property ............eseeeeeeees $ 1,000,000.00 
Securities pledged ............. diatieaanans 650,000.00 
OCUTINES WENOENCE oo ccccscccccscnceces 300,000.00 
ARIES oe ee $ 1,950,000.00 
Total Property Investment .............40-. $14,650,000.00 
WorkInc AssETs: 
Cash: 
a iets cd ccewere «ted . $155,000.00 q 
ee: ere +.. 10,000.00 165,000.00 
Traffic and car service balances, due from 
CO Ee ee eee 172,000.00 
Net balance due from agents and conductors 30,000.00 
Miscellaneous accounts receivable ......... 22,000.00 
Materials and supplies ................05. 325,000.00 
Other working assets—claims in process of 
Se ae a eae 20,000.00 
Total working assets ............... 734,000.00 , 
Accrugep Income Not Due: 
Unmatured interest and rent receivable ..... 130,800.00 
DererreD Depit Items: 
Working funds ............ ee ey $ 15,000.00 
Unextinguished discounts on securities .... 52,000.00 
Special deposit: 
To secure Comtfacts ........... $30,000.00 
Equipment certificates sold ..... 65,000.00 
ES eee 92,000.00 187,000.00 
. 
Cash and securities in redemption fund..... 600,000.00 
Ei Re 854,000.00 
BN ill eet eee ee a $16,368,800.00 
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LEM No. 1—Part I 


ROAD COMPANY 
SHEET AT JUNE 30, IQIO 


LIABILITIES 
CAPITAL STOCK: 
Preferred stock outstanding ............... $ 3,000,000.00 
Common stock outstanding ................ 6,000,000.00 
ee eee en ee $ 9,000,000.00 
MortcacE, BONDED AND SECURED Dest: 
General mortgage bonds, outstanding....... $ 3,500.000.00 
Equipment obligations, outstanding ........ 765,000.00 
BD cscdctkes2kewevadne eran 4,265,000.00 
WorkKING LIABILITIES : 
DE CUE «oi, oo 5 4 cadncwib ewe sueseenatae $ 400,000.00 
Traffic and car service balances ............ 171,400.00 
Audited vouchers and wages unpaid ........ 330,000.00 
Miscellaneous accounts payable ............ 79,800.00 
2 nC err yee 981,200.00 
Accruep Liasinities Not Due: 
Unmatured interest and rent payable........ $ 139,500.00 
TORRE GORE ois ccc ceh sais a Pee 20,500.00 
Ee een Sane eae eke 160,000.00 


DEFERRED CrEDIT ITEMS: 
Operating reserves: 
POE CORE WE BOUTON. 5 ono c scccceccwces 60,000.00 
APPROPRIATED SURPLUS: 
Reserves from income and surplus: 


Invested in redemption fund ............. $ 600,000.00 
Not specifically invested : 
Reserve for contingencies ............. 40,000.00 
TE Sd 5 Bra ie tes doe 640,000.00 
Perret ah LGO0 BIS ococc dctdicacscenss 1,262,600.00 
: 
| 
$16,368,800.00 
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SOLUTION OF PRoBLEM No. 2—Parr I 


THE PINTA AND MERCEDES MINING CO. 


STATEMENT OF INCOME AND ProFit AND Loss ror THE MontTH ENDED 
JUNE 30, IQII 


Tons @ 
Gross INCOME FROM SALES: 
Sales of ore to Mexican Smelters Co... 1,295 40.00 $51,800.00 
Deductions : 
Charges by smelters for differences 


ME akdtetwneadeseekobarenwes 200.00 
Net INCOME FROM SALES ................ $51,600.00 
Cost oF SALES: i. 


Labor and Transportation Cost: 
a Cost of Ore Surfaced and Warehoused: 
Inventory value of ore in galleries 









































i 2 eres ereee Je eeeveeses 250 1.50 375.00 
Labor on ore mined during June— 
SL. atohuatuwssenedehaeds cae 1020 “ 1,530.00 
umes a 5 
NE aie dda ars 1,270 1.50 1,905.00 
Deduct inventory of ore in galler- 
SON WE DUE SU, BOTT onic cc ccccccss o * 480.00 
ING 6 cwiccnnens Saban 950 1.50 1,425.00 
AE 6 Nish ewe eaeckiineaae g50 2. 1,900.00 
cuca caimaeetntdntead 750 2.00 1,900.00 
b Cost of Ore Sent to Assay Office: 
Inventory value of ore in ware- 
eS fe errr eee 500 ‘ 1,000.00 
Aer eee 1,450 2.00 2,900.00 
Deduct inventory of ore in ware- 
house at June 30, IQII .......... a 2 670.00 
NE cc covanaeeonae 1,115 2.00 2,230.00 
Transportation to assay office...... .20 223.00 
7 
Inventory of ore at assay office at } 
ee OED Sic en auc bicines 180 2.20 396.00 ; 
Cost of analysis and assay ....... 1,295 10.00 12,950.00 
SRS) oo “12.20 15,799.00 
c Cost of Ore Shipped: 
Shipping charges to smelters ....... - .45 582.75 
Total Labor and Transportation Cost 
DET oss icsvknseekebadatenss 1,295 12.65 16,381.75 
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Overhead Charges: 





Materials and supplies consumed....... $9,300.00 
ee PP Corre rrre te 45.00 
Wee GC GRIN 66 os ccivcecsescincs 175.00 
<< kL. SO rr rei 330.00 
Repairs tO MAGMMETY .....cccccccccas 50.00 
6 By ere pe ee reer ce ne 9,900.00 
‘¢. 8° 2 fA er er er ee 26,281.75 
Gross ProritT ON MINING OPERATIONS .............. $25,318.25 
GENERAL AND ADMINISTRATION EXPENSE ............ 4,200.00 
Net INCOME FROM MINING OPERATIONS ...........-. $21,118.25 
DEDUCTIONS FROM INCOME—Taxes ..............00.. 130.40 
Net Income FoR THE MONTH ................0000- $20,987.85 
Prorit AND Loss Desits—Discarding seven narrow- 
ne ME, 5 iwaidecceecets 8s Gab ee unreeneatee 330.00 
Mae Faeeh POR FUME, FET oss cikccssccdecepsnisescs $20,657.85 
RESERVED : 
ee rrr rr tre. $ 50.00 
For depreciation of machinery ...............065- 300.00 
a Geen OE MI: 6 cass seen viecadas pean eneae 129.50 479.50 
Prorit AND Loss SURPLUS FOR JUNE, IQII ........... $20,178.35 





SoLuTION OF ProsLEM No. 3—Parr I 


1. Capita STocK: 
1. Amount of capital stock paid up in 


WUE vcs wadatesscopeanedaseeenee $55,000.00 
2. Amount of ledger assets (as per bal- 
ance at January I, IQIO) .......... $88,450.00 
Increase of capital stock during period 5,000.00 $93,450.00 
11. INCOME: 
RR a. aia ag ache maa oan wishin aR 38,500.00 
Interest on investments: 
eae ere $400.00 
PE. 6 knoe re cinavekoadeune 90.00 490.00 
Interest on bank balances ............. 80.00 39,070.00 
| Rn one me $132,520.00 


111. DisBURSEMENTS: 


Paid to reduce mortgage ............ $ 3,500.00 
Paid to reduce accounts payable....... 2,500.00 
Purchases—amount paid for.$20,000.00 





Less increase of inventory of 
a POY Pere ap ee 500.00 
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Remainder—purchases sold 
Pretgmt gee0 2. COO. «.....5..+6: 
Salaries of salesmen paid in cash 


Advertising do. 
4 dministration expenses do. 
nterest on mortgage do. 


Stable supplies consumed ....... 


oe Deawawe eae 


BALANCE 
Assets 
Land and buildings....... $30,000.00 
Horse, wagons and _ har- 

I ae ee ca wa 5,300.00 
Investment—bonds ...... 10,000.00 
Inventory, Mdse. ........ 11,500.00 
Stable supplies .......... 115.00 
Pare 23,855.00 
Accounts receivable ..... 17,300.00 
Accrued interest on in- 

OS Ey 90.00 


$98,160.00 





Accountancy 
nemo 19,500.00 
‘sews 425.00 

ve cate 1,500.00 

et, 50.00 

pe 6,500.00 

a 150.00 
ahs tel 235.00 34,300.00 
ceeret $98, 160.00 
SHEET 

Liabilities 

Mortgage payable ....... $ 8,500.00 
Accounts payable ........ 6,500.00 
Interest accrued on mort- 

GAZE onc sccccrccccccece 60.00 
Salaries of salesmen ac- 

SE Activ ebind aes dkind 75.00 
PEEES cc ccssvenseneowes 28,025.00 
aero eee 55,000.00 


(To be continued.*) 


* The rest of the answers and their solutions will appear in the September 


and October issues. 
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Standardization of Accounting Forms and Methods 
By H. C. Bentrey, C.P.A. 


Sixth Article 


MODEL MANUFACTURING COMPANY 


EXHIBIT A—SCHEDULE 1 


CHARGES AND CrepITts MApE DurING THE YEAR ENDED DECEMBER 31, 1912, 
APPLICABLE TO SURPLUS AS OF DECEMBER 31, IQII 


Balance December 31, 1911, as per books .............-.eeeee: $345,418.00 
Deduct : 
Items accrued as of December 31, 1911, which were 
not set up as liabilities as of that date, and which 
were included in amounts paid during the current 
year and charged as current expenses: 





ee BO a ers ie reer $2,427.00 
ROCRUIS GUE TUNE | o.oo btid ovid cose xnsosdao ues 8,333.00 
BRE nis vivsdws gs Xk Poadekdaeees abet 6,752.00 17,512.00 
$327,906.00 
Add: 


Expense items paid in advance as of December 31, 
1911, but not shown on the books as assets as of 
that date with the result that the surplus was 
understated accordingly : 
Office and stable supplies (estimated cost) ....... $1,000.00 
Insurance premiums prepaid ............eeeeeees 3,218.00 
Interest prepaid on notes discounted at banks.... 4,876.00 9,094.00 





Balance adjusted (ase TeGiblt Ay” «050 6isis sig censeeoseeouees $337,000.00 





The balance sheet on pages 100-101 corresponds as to form 
and arrangement with the mercantile balance sheet shown on 
pages 316 and 317 of the May number of the Journar. In the 
May instalment the writer attempted to treat the form and ar- 
rangement of a mercantile balance sheet in considerable detail. 
Since many features of mercantile balance sheets are common 
to manufacturing balance sheets the present discussions will be 
confined to those features peculiar to the latter class, as exem- 
plified in the specimen exhibit shown in this article. 

In the mercantile balance sheet all items are capitalized with 
the idea that they represent titles rather than descriptive phrases. 
This is the more common practice. In the accompanying bal- 
ance sheet only the first word of each item is capitalized. This 
practice is quite as correct as the other one, but used less widely. 
Either method is correct, but it is not good practice to mix them 
in preparing a statement. One or the other should be adopted 
and adhered to consistently. 
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- MODEL MANUFA 
Ex 
Balance Sheet— 
























































ASSETS | | 
FIXED ASSETS: | ) 
PLANT AND EQUIPMENT: | | : 
Land (cost) ||$140,000 |00 . 
Buildings (cost) |$436,000 /00 | i 
Reserve for Depreciation | 43,270 |00 392,730 |00 
pad and Equipment (cost) | 618,000 |00 
288 : | | 
Reserve for Depreciation | 113,000 |00 | 505,000 |00 | | 
Small tools (cost) i 11,416 |00 : 
Patterns and drawings (appraised value) || 1] 38,000 |00 | 
Stable equipment (cost) 4,218 |00 | 
Reserve for Depreciation 1,702 |00 } 2,516 |00 
Office equipment (cost) | 28,000 |00 {| 
: | 1] H 
Reserve for Depreciation || 6200/00 || 21,800 |00 | |$1,121,462 [00 | 
GOOD WILL 1] 500,000 |00 
1] 
SINKING FUND INVESTMENTS: | | 
Securities and cashin hands of trustees || 1 
for the redemption of first mortgage i| } 
bonds @ 105 beginning 1918 | 52,154 |00 
| 
OUTSIDE INVESTMENTS: | | , 
Land and workmen's cottages (cost) || 216,000 |00 | 
Reserve for Depreciation of cottages 36,280 |00 |' 179,720.'00 
Stock of subsidiaryand allied corporation 
(cost) 687,000 |00 866,720 |00, 
CURRENT ASSETS: | 
Cash on hand and in banks 117,657 |0O0 | 
Accounts Receivable: | 
debtors 764,230 |00 
28S: 
} Reserve for doubtful accounts 5,216 |00 759,014 |00 
—_—<___ | —_ ——— | 
Other accounts receivable 3,620 |00 | 
| Finished goods, unfinished goods, and } 
raw materials on hand: 
Manufactured goods (cost) 513,218 |00 
3oods in process estimated (cost) || 78,440 |00 
Raw materials (cost) || 231,624 |00 823,282 |00 1,703,573 |00 
DEFERRED CH’RGES TO OP’ RATIONS} f 
shone * factany supplies and repair parts on on | 
Office and stable supplies on hand 847 |00 
Insurance premiums paid in advance 3,622 |00 
Patent ts (one-seventeenth of original | 
cost be charged off each year) 57,274 |00 
Bond discount (one-thirtieth of original 
amount being charged off annually) 25,334 |00 
Organization expenses (one-fifth of original 
amount being charged off annually) 5,240 |00 134,173 |00 
||$4,378,084 |00 
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CTURING COMPANY 
hibit A 
December 31, 1912 








LIABILITIES AND NET WORTH 


FIXED LIABILITIES: 


First mortgage 5% convertible gold 
bonds, dated May 1,1908—due May Il, 
1938 (interest payable May and No- 
vember Ist) 

Collateral trust 6% gold notes, dated 
June 1, 1912—due June 1, 1917 (inter- 
est payable June and December Ist); 
secured by the ment of 1500 

| shares of stock cost: $190,000 and 

included in the items of $687,000 per 

contra 


CURRENT LIABILITIES: 





Accounts payable 

|| Notes payable discounted at banks 
|| Items accrued but not due: 
Salaries and wages 

i Interest on bonds 

| Interest on collateral trust notes 
Taxes 


| | 

| Semi-annual dividends declared 

December 31, 1912—payable Feb- 
| 





ruary 15, 1913: 
3% on preferred stock 
3% on common stock 


CAPITAL STOCK AND SURPLUS: 


6% Cumulative Preferred Stock: 
Authorized issue—15,000 share at 
the par value of $100 per share. 
Issued and outstanding—6,400 
shares 


COMMON STOCK: 
Authorized issue—15,000 shares at the 


par value of $100 per share, all of 
which are issued and outstanding 


|| TOTAL LIABILITIES: 
| 


SURPLUS: 


Balance December 31, 1911 as adjusted 
(see Exhibit A—Schedule 1) 

Net profit—year ending December 31, 
1912 (see Exhibit B) 


NET WORTH 

















$1,000,000 
| 
100,000 
| ————E — 
381,000 
116,000 
| $3,216 |00 
8,333 |00 
500 |00 
7,214 |00 19,263 
19,200 |00 
| 45,000 \00 64,200 
| 
} 
| 640,000. 
} 
| 
i] 
1,500,000 
| 
[337,000 |00 
||220,621 00 557,621 



































00 
00 ||$1,100,000 |00 
00 
00 
00 
00 580,463 |00 
1,680,463 |00 
00 
00 
00 
2,697,621 |00 
$4,378,084 |00 
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The chief difference between these two classes of business is 
that the former generally acquires commodities in the same form 
in which it disposes of them. In the case of the latter, raw or 
semi-raw materials are acquired and converted into other forms 
of commodities before being sold. A mercantile business is thus 
a trading agency—a factor in passing commodities along from 
the producer to the consumer. A manufacturing business con- 
verts, and thereafter it is economically equivalent to a mer- 
cantile business. Therefore the chief difference betwen a mer- 
cantile and manufacturing business, from the standpoint of ac- 
countancy, consists in the expenses directly incurred as a result 








of converting or preparing its goods for the market. 


The following comparison of expenses will serve to show 
wherein the expenses of these two classes of business are paral- 


lel. 


READY-TO-SELL Cost 


Mercantile 


1—Invoice cost of merchandise pur- 
chased: 
(a) Invoice price. 
(b) Freight and hauling inward. 
2—Purchasing department expenses: 
(a) Labor. 
(b) Supplies. 
(c) Depreciation. 
3—Warehouse expenses: 
(a) Labor. 
(b) Supplies. 
(c) Rent of warehouse, or if 
owned: 
Taxes. 
Insurance. 
Maintenance. 
Depreciation. 
4—Insurance on stock. 


Manufacturing 


1—Invoice cost of raw materials 
and semi-raw materials pur- 
chased: 

(a) Invoice price. 

(b) Freight and hauling inward. 
2—Productive or direct labor. 
3—Manufacturing expenses: 

(a) Rent of factory, or if owned: 

Taxes. 

Insurance. 

Maintenance. 
Depreciation of buildings. 

(b) Royalties on machinery 

leased, or if owned: 
Repairs. 
Depreciation. 
Insurance. 

(c) Heat, light and power: 

Fuel used. 
Labor 
Repairs. 
Depreciation. 
Insurance. 

(d) Factory supplies. 

(e) Indirect labor, lost time, su- 
perintendence, factory clerk 
hire, purchasing department 
expenses, warehouse labor, 
etc. 

(f) Insurance on stock. 
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From this point on the expenses of both classes of business 
are parallel one to another. 
Selling department expenses. 
General administrative expenses. 
Interest and discount items. 
Provision for doubtful accounts. 
Extraneous income and expenses applicable to the cur- 
rent period. 

The invoice cost of merchandise purchases is reached in the 
same way as the invoice cost of raw and semi-raw materials, 
as indicated by item No. I. 

In a mercantile business it becomes necessary to incur ex- 
penses indicated by items Nos. 2, 3 and 4 before the goods are 
ready for distribution. The same expenses must be incurred by 
a manufacturing business (see items Nos. 3e and 3f), and in ad- 
dition thereto it becomes necessary to incur production expenses 
as indicated by items Nos. 2, 3a, 3b, 3c, and 3d. 

This comparison would seem to indicate that it is at least 
logical to include in the cost of goods sold, and also in the cost 
of goods owned by a mercantile business, their proper propor- 
tion of the total expenses indicated by items Nos. 2, 3 and 4, 
since it is customary to apportion the same class of expenses as 
between the cost of goods in process, cost of finished goods on 
hand, and cost of goods sold; or between the cost of raw and 
semi-raw materials used, and on hand—(the latter method is the 
corect one to employ). The reader who undertakes to combat 
the writer’s views in the matter of “on-the-shelves cost” as ex- 
pressed in the July number of the JourRNAL must be prepared 
to defend the theory that the same class of expenses should also 
be eliminated when computing the cost of raw materials used 
and on hand. 

The economist-accountant (for want of a better term to ex- 
press the class of economists who have undertaken to originate 
or promote certain interest theories in connection with cost ac- 
counting) will note that the foregoing comparison of expenses 
excludes interest on assets (capital). If it is correct to include 
interest on assets as part of the cost of production it is quite as 
correct to include interest on assets in the case of a 
mercantile business, in which case the writer is _ inter- 
ested to learn where interest on accounts receivable, in- 


103 








The Journal of Accountancy 


terest on merchandise, interest on outside investments, and in- 
terest on good will, are to be charged? This interest theory will 
be dealt with more fully in the September instalment. 

The balance sheet of a mercantile business differs from that 
of a manufacturing business chiefly in the following respects: 

The fixed tangible assets are less varied. 

The current assets include merchandise in place of raw and 
semi-raw materials, goods in process, and finished goods. 

The item of patent rights is more commonly found in the 
manufacturing balance sheet. 

Repair parts and factory supplies are peculiar to the 


manufacturing balance sheet. 


COMMENTS UPON THE GENERAL ARRANGEMENT OF THE BAL- 
ANCE SHEET 


The fixed assets are arranged with the tangible ones coming 
first, the items of plant and equipment being shown first—fol- 
lowed by the other items of equipment. The total amount of 
tangible fixed assets is extended in one amount and this is fol- 
lowed with the amount of intangible fixed assets (consisting in 
this case of one item only—‘“good will’). 

The bond sinking fund is not provided for out of earnings, 
hence no reserve for bond sinking fund is shown. 

Workmen's cottages are usually provided as an inducement 
to secure a better and more permanent class of labor than could 
otherwise be secured. Sometimes the idea results in securing 
labor at a lower cost. However, the money invested in such 
rental properties is distinctly an outside investment, and the in- 
come and expenses resulting from such an investment should 
be excluded from the regular operating income and expenses of 
the business. This class of investments should, in the writer’s 
opinion, be classed under “outside investments.”’ 

The most difficult feature in the arrangement of the accom- 
panying balance sheet, is to decide whether the following items 
should be included under current assets: 

(a) Fuel, factory supplies and repair parts. 

(b) Office and stable supplies. 

(c) Insurance premiums paid in advance. 

(d) Interest prepaid on notes discounted. 
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No one will deny that all the above items are quite as cur- 
rent as raw materials. In case of liquidation they could be 
realized in the same way as other assets. If insurance policies 
are cancelled before maturity, and if notes are liquidated before 
maturity, a rebate will be allowed usualiy. Possibly office sup- 
plies would have the least value, if any, in liquidation, but we are 
not primarily concerned with liquidating values but rather with 
going values. 

Items (a) and (c) find their way into the production cost 
of goods manufactured. In fact the cost of goods in process 
and finished goods, on hand includes a proportion of fuel, fac- 
tory supplies and repair parts used during the period in which 
they were in process. If fuel is a current asset then unexpired 
insurance premiums on the plant and equipment are just as 
much of a current asset. If insurance premiums prepaid consti- 
tute a current asset, is not interest prepaid also a current as- 
set? If factory supplies are a current asset are not office sup- 
plies and stable supplies quite as current? 

In order to frame a manufacturing balance sheet so that its 
arrangement will be consistent with that of a mercantile balance 
sheet, the writer would inquire whether it is not advisable to in- 
clude under “deferred charges to operations,” or “expense items 
paid in advance,” or “deferred charges to profit and loss’ — 
whichever heading seems preferable—all supplies and prepaid 
expenses. Granting that under this method certain items classed 
as deferred charges to operations are in truth current assets, it 
would seem advisable to advocate this dividing line between cur- 
rent assets and deferred charges although it is somewhat arbi- 
trary and perhaps somewhat illogical. If, as is the custom 
among some accountants, fuel, factory supplies and repair parts 
are to be classed as current assets then there is no logical rea- 
son why office supplies, stable supplies, insurance premiums un- 
expired, etc., should not be correspondingly classified. 

It is customary to include organization expenses and bond 
discounts and commissions under deferred charges. If this 
practice is acceptable why should not the item of patent rights 
be classed under this heading provided it is being written off 
periodically? It is not in such a case a fixed asset. It is a 
deferred charge to operations which is being apportioned over 
a longer period of time than most prepaid expenses, but that 
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does not alter the principle involved. The writer would like 
to learn the views of readers who are interested in this question 
of where current assets, as such, leave off, and where deferred 
charges begin. 

There is a growing tendency among accountants to show all 
surplus adjustments in the profit and loss statement. The writer 
believes that this practice tends to confuse, and burdens that 
statement with items which have no direct bearing upon cur- 
rent operations. Surplus adjustments consist of charges and 
credits occurring within a current period which are applicable 
to the income or expenses of a prior period, and hence they are 
additions to or deductions from the surplus as at the close of the 
previous period, and should be shown accordingly. Exhibit A— 
schedule 1 is designed to illustrate this principle. A profit and 
loss statement is complex enough at best, and the more simple 
and direct the narrative the more meaning it conveys to the 
reader. A profit and loss statement is a narrative, figuratively 
speaking, which is designed to show how the business through 
its operations produced a certain net result. That net result is 
the climax and that is when the narrative should end. If there 
is any adjusting of former climaxes let such adjustments be 
shown fully and clearly in a schedule specially prepared for 
that purpose. 


106 





: 
| 


ee 





- 


The Audit of Banks of Discount and Deposit 


By ME.LsourNnE S. Moyer, C.P.A. 
(Third Article) 


Verification of the depositors’ accounts is probably the most 
unsatisfactory part of the audit if it must be done in the usual 
way. As soon as the audit has been begun notices calling in all 
passbooks should be sent by mail. These notices should be sent 
out by the bank’s own staff and may be the form ordinarily used 
in order to get in outstanding books. If the bank’s depositors 
are mostly business houses very serious objections will be raised 
on the ground that as they call in the books monthly the extra call 
would unduly excite or annoy their customers. When making 
arrangements for the audit it should be decided whether or not a 
special call can be made. If not the audit should be begun some 
time during the last week of the month. An assistant should be 
at the window where passbooks are left for balancing to mark 
the books for identification as they are turned in. After they 
have been balanced by the bank’s staff the balances shown shouid 
be checked with the ledger. The books should be handed to 
customers, or preferably mailed, by the auditor’s assistant. When 
checking with the depositors’ ledger and when returning the pass- 
books it should be observed that each one bears the identification 
mark placed on it when turned in. 

When cheques are certified they are charged to the depositor 
and credited to certified cheques’ account and an entry is made in 
a register kept for the purpose. The details shown on this regi- 
ster should be checked with the general ledger account. 

Certificates of deposit and cashier’s cheques, paid during the 
period under review, should be checked with the stubs or the 
register if they are of the padded variety and the details of the 
ones outstanding checked with the general ledger accounts. 

Taxes accrued and expenses unpaid as a rule are relatively 
very small items. They should be verified but if the bank is in 
a healthy condition with a substantial surplus they can be ig- 
nored when adjusting the balance sheet. This is also true of 
circulation expenses accrued, in the case of a national bank. This 
is the hank’s proportion of the expenses of the redemption divi- 
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sion of the Treasury department which is assessed against the 
various banks in proportion to the amount of circulation re- 
deemed. This heading should include also the tax on the 
circulation, express charges on currency to and from Washington, 
etc. It should be borne in mind that the word “redeemed” covers 
all the deposits credited to the bank’s circulation account at Wash- 
ington. If, for example, a bank finds it profitable to sell the bonds 
securing, say, $1,000,000 of circulation and a week before the end 
of the year deposits that amount to release the bonds, this 
$1,000,000 of circulation is considered to have been redeemed 
during the year about to close. 

Items of discount unearned, interest receivable prepaid and 
interest receivable accrued usually are very substantial items. The 
one of discount unearned always is so, approximating one per 
cent of the notes receivable, and should be included in the adjust- 
ments of the balance sheet if the bank’s accounts are kept on the 
receipts and disbursements basis. 


The revenues and expenses must be analyzed as in a com- 
mercial audit. The average bank audit conducted by directors 
and others who are not professional accountants omits this fea- 
ture, being merely a verification of the assets and liabilities at a 
given date. The classification of revenues and expenses required 
of national banks by the comptroller of the currency embraces 
only five items: two for revenues and three for expenses: This 
is entirely too meagre to serve any statistical purpose for even 
the smallest bank. The New York state banking department re- 
quires no report covering the revenue account, confining itself 
entirely to a balance sheet and a series of questions. The follow- 
ing classification taken from Bentley’s Science of Accounts (pp. 
270 and 312) is excellent and is sufficiently detailed to answer 
the purpose of any bank except a great metropolitan institution. 


Revenues: 
Interest on loans and discounts 
Interest on balances with reserve agents 
Collection charges 
Interest on city (or stock exchange) call loans 
Income from securities owned 
Safe deposit box rentals 
Building rentals (bank property) 
Profit on securities sold 
Miscellaneous income 
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Expenses: 
Interest on depositors’ balances 
Depositors’ stationery (deposit tickets, cheque books and pass books) 
Expenses of issuing and maintaining circulation 
General administrative expenses: 
Officers’ salaries 
Officers’ expenses 
Clerks’ salaries 
Lunches and suppers 
Postage and express 
Telephone and telegrams 
Stationery and printing (for the use of officers and clerks) 
Office supplies 
Maintenance of equipment 
Overs and shorts 
Advertising 
Legal fees 
Directors’ fees 
Losses on loans (bad loans written off) 
Operating expenses of bank property: 
Taxes and insurance 
Depreciation 
Repairs 
Light and heat 
Wages, janitor, elevator men and cleaners 
Janitor’s supplies 
Incidentals 


The titles given, together with the few explanations, seem to 
be sufficiently comprehensive to indicate their purpose. 

If the bank keeps its accounts on the receipts and disburse- 
ments basis the large revenue items will have to be calculated. 
To arrive at the interest on loans and discounts take the previ- 
ously mentioned tickler footings (these are footings which were 
used to prove the general ledger accounts with notes discounted) 
and multiply the number of days between the date of the audit 
and the tickler date by the amount of notes due on that 
day (ignoring the cents). Do this with the amount of the notes 
due each day and take one day’s interest on the sum of these pro- 
ducts. 

The same procedure will have to be followed with the dis- 
counts unmatured at the beginning of the period covered by the 
audit. This method can be used only if all or nearly all the notes 
are discounted at the same rate. If there are many odd ones and 
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at widely varying rates the tickler will have to be analyzed. For 
the purpose of calculating the revenue the time loans are the same 
as the notes discounted. Interest on demand loans is paid after 
the period of use has elapsed instead of being taken as a dis- 
count. Usually it is billed quarterly. The amount of revenue 
accrued on account of this item will be the interest accrued on the 
balance of the account since the last quarter. As these loans are 
usually at various rates, the balance will have to be analyzed be- 
fore the calculation is made. In calculating the interest on bal- 
ances with reserve agents the same procedure can be followed as 
in accruing the interest on demand loans when the interest rate 
is uniform. This is not absolutely accurate but will serve all 
practical purposes. If a closer estimate is desired allow for the 
drafts drawn and the remittance letters received which were be- 
lieved to have been in transit on the day the audit was begun. 
The dates of the letters will clearly indicate which were in tran- 
sit. In the case of the drafts it is not such an easy proposition, 
but if the total drafts drawn are taken with an extra day al- 
lowed for passing through the clearing house, a very close ap- 
proximation will be reached as the items not cleared obviously 
will be comparatively small. The same allowances will have to 
be made at the beginning of the month, assuming that interest is 
credited each month, which is the custom. It should be remem- 
bered that the interest month is not necessarily the calendar 
month. 

Of the expenses, the only one which will prove difficult is the 
interest on depositors’ balances. The present day practice is to 
allow interest only on balances over a certain amount and some- 
times only by special arrangement. If either or both methods 
are used by the bank being audited the only practical basis of cal- 
culation is past experience as is done in the case of taxes. To get 
this figure more exact would necessitate reckoning the interest 
on each account separately. Being merely a statistical figure 
such an expenditure of time is not warranted. 

The foregoing procedure is the least that can be done to com- 
plete a conscientious audit. A more thorough and satisfactory 
proof of the loans and discounts and of the deposits can be madeé 
in country communities where the banks have been established a 
great many years and have thoroughly gained the confidence of 
the people. But before using the method to be outlined, the 
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auditor should obtain the consent of the board of directors or of 
the board’s auditing committee. 

Letters should be mailed to all borrowers asking for a con- 
firmation of the genuineness of the notes, held by the bank. Each 
request should show the name of the maker, the name of the 
endorser, the due date, the amount, and such other information 
as is thought necessary. The text following this list should read 
about as follows: “To secure these notes the following collateral 
is pledged.” There should follow a list of the collateral giving the 
numbers of certificates or bonds. Where no collateral has been 
pledged a rubber stamp reading “No collateral” should be used 
to fill in the space provided for listing the collateral. 

The envelopes enclosing these requests should have the re- 
turn card read: “Return in 3 days to—————’’—three days is 
the minimum allowed by the Postoffice department—otherwise 
they will be held for thirty days and the auditor might have a 
number of them returned after he had sent out his report. As 
in the case of all the preceding confirmations, there should be 
enclosed with each request a stamped envelope addressed to the 
auditor’s offices. 

In the case of deposits the auditor need pay no attention to 
the books handed in for settlement. As the books are returned 
to depositors the clerk returning them should make a list show- 
ing the name of the depositor and the amount of the balance. 
Just before the auditor leaves for the day this should be handed 
him and he should mail notices to these depositors the same 
night. These notices should say, after stating that he is making 
the periodical audit at the bank, “Your pass book was returned 
to you today by the——————_bank showing a balance of * * * 
If this is correct will you please advise me to that effect using 
the enclosed envelope.” If it is not correct the depositor will 
telephone. 

During the course of the examination all the active accounts 
will be covered by such a notice. The remaining pass books 
can then be called in or the depositors can be asked to confirm 
the balances shown by the ledger. Some balances, of course, 
will be at variance with the bank’s books. In such cases most 
depositors will then send in their pass books or call and have 
the difference reconciled. 

These methods of verifying loans, discounts and deposits 
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are the only truly satisfactory ones. It is obvious, though, that 
their use is somewhat restricted. They could not be used where 
public confidence is constantly poised on a hair trigger, as for 
instance in New York’s ghetto. 

The reader who would study the question further is referred 
to Pratt’s Digest for the law governing national banks and to 
Parker’s Banking Law of New York for that governing state 
banks. Pratt’s Digest also shows the method for calculating the 
legal reserve. 





Sinking Fund Pmnciple and Practice* 


By F. H. Macpuerson, C.P.A. 


In these United States municipal bonds are ordinarily issued 
upon either one of two methods: sinking fund or serial. 

In the case of sinking fund bonds, no part of the principal 
is paid to the holder or purchaser of the bonds during the cur- 
rency of the bonds. The full amount of interest and a portion 
of the principal is annually collected. The interest is paid to 
the bondholder. The principal is paid into an account known 
as the sinking fund, which fund must be made to earn a rate 
of interest equal to that calculated at the time of issuing, and 
this is compounded yearly or half-yearly during the whole period 
of existence of the debt, so that, at maturity of the bonds, there 
will be in this fund just sufficient to repay the principal. 

In many cities in the United States the determining of the 
amount to be paid into the sinking fund annually is not scien- 
tific. For instance a general practice is this: On a $100,000 
thirty year 314% bond issue provision is made for 24% or 
$2,500 of principal to be deposited yearly in the sinking fund. 
As a matter of fact $2,500 at 3%%, deposited annually for 
thirty years, would produce $129,055 or $29,055 in excess of the 
sum required. This is an improper method, and has the effect 
of taking out of the pockets of the taxpayer each year approxi- 
mately $500 more than is needed, as the exact amount required 
for deposit in a sinking fund for thirty years, at 344%, to pro- 
duce $100,000 at the end of that time is $2,018.10. 

The percentage of principal to be provided varies with the 
life of the issue. 

The proper and more scientific method of procedure would 
be to provide annually the last mentioned sum for the sinking 
fund, and then each year a valuation should be made to ascer- 
tain whether or not the existing investments in the sinking fund 
have amounted to the sum originally calculated as that which 
should be on hand at the given date. If deficient, the necessary 
amount to bring it up to the standard ought to be included in 
the regular yearly appropriation. If precautions of this kind 


* A paper read before the National Association of Comptrollers and Accountants. 
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are taken and fractional adjustments made from year to year 
there will be no possibility of finding the sinking fund 
short when the bonds mature. 

The common practice is to calculate the interest earning 
power of the sinking fund at the same rate as the bonds bear; 
this is a pit into which many municipalities have stumbled. 
There are many reasons why it is not always possible to make 
the sinking fund earn interest equal to that which must be 
paid on the bonds, chief among which is the lack of ability 
promptly and regularly to invest the amounts paid into the 
sinking fund. These amounts being relatively small and accu- 
mulating annually, it is impossible to keep the fund continually 
invested at a rate of interest much higher than that which can 
be obtained by deposit in the ordinary savings bank. It follows 
that no matter what the rate of interest on bonds, it is well that 
the sinking fund’s interest earning power should not be calcu- 
lated at a rate higher than ordinary savings bank interest. 

The second and a very general method of issuing bonds is 
the serial form, which provides for payment of a stipulated por- 
tion of the principal each year, in addition to the interest on the 
issue outstanding from year to year. The objection to this form 
of bond, from the taxpayer's standpoint, is that the amount of 
the annual appropriation varies and the burden does not there- 
fore fall equally upon him. 


ANNUITY OR INSTALLMENT BoNDs 


The prime purpose of these remarks is to call the atten- 
tion of this convention to a form of bond not common in the 
United States, if used at all, but one which is well understood 
and recognized in England, and largely used in Canada. I refer 
to the annuity or installment form of bond. 

The annuity or installment bond is figured so that equal an- 
nual payments of principal and interest during the period which 
the bonds have to run will be made. The first year’s payment 
will obviously be largely interest and very little principal; the 
second, a little less interest and more principal. Each year the 
interest decreases and the principal increases, until in the final 
year the payment is mostly principal. It will be observed that 
the difference between the sinking fund form of bond and the 
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annuity or installment bond is that in the first case the investor 
accepts only the interest earned in each year, leaving the prin- 
cipal in the hands of the municipality, or, sinking fund commis- 
sion, for re-investment, and in the second case, the investor is 
himself under the necessity of finding investment for the prin- 
cipal which is returned to him year by year. 

The sinking fund method of bond issue originated because 
investors were averse to buying bonds which provided for the 
return yearly of a portion of the principal, necessitating the re- 
investment annually of small amounts. At any rate bonds of 
the latter class brought a less price in the market; hence the 
introduction of the sinking fund idea, which placed the onus 
of re-investment upon the shoulders of the municipality or cor- 
poration obtaining the loan, thus giving the capitalist the ad- 
vantage of a longer, more permanent, and to him more 
satisfactory investment. This condition of affairs originated 
when rates of interest were much higher than now, and money 
less plentiful. 

Excepting in the larger municipalities in the Dominion of 
Canada, the day of the sinking fn d is past, the difference in the 
price obtainable for bonds of the two kinds being so slight that 
the trouble of, and risk in, maintaining the sinking fund largely 
exceeds the paltry difference in the proceeds of the sale. Lack 
of knowledge of finances, inability to keep the sinking fund prop- 
erly invested, manipulation of funds by resigning officials, fail- 
ure properly to compute the earning power—these are principally 
the causes which led to the introduction of the annuity plan 
rather than the sinking fund method. In these days of cheaper 
money, with capitalists on the alert for safe investments, it 
makes little difference which kind of bond is issued, in so far as 
the sale of the security is concerned. 

Indeed, as the following illustration will show, the issuing 
of sinking fund bonds is much the more expensive method of 
providing funds. 

Let us take a loan of $100,000 for twenty years at 4%. On 
the annuity plan the sum of $7,358.20 per annum will have to 
be raised for twenty years, to cover both principal and interest. 
On the sinking fund plan the annual interest payment will be 
$4,000.00 and for the sinking fund, calculated at 3%, $3,721.60, 
or $7,721.60 in all—which is $363.40 in excess of the annual pay- 
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ment under the annuity plan. This means with interest com- 
pounded for twenty years, a direct loss to the taxpayer of about 
$10,000 or 10% of the entire loan—and here we are presuppos- 
ing the prompt deposit on the exact date of the annual amount 
in the sinking fund and that not one day of interest earning 
power shall be lost—something which is so rare as to be almost 


impossible in the average municipality. 


To illustrate more graphically the way in which the annuity 


bond works out, the following table is given: 


$100,000.00 


4 per cent—20 years 


Bonds bearing 4 per cent interest; payable in 20 yearly installments 


Equal annual payment, $7,358.18 


Each Year Interest 
ie Seer besk saws vet wavaw eAwd eka $4,000.00 
SD Davh deste Ties 4dkvendensuteesess 3,865.67 
Te ins ah enna awh cea nna dis 3,725.97 
OE eae Pe ey a ee 3,580.69 
© EE Pe ery ves ae 3,429.59 
itt chadibcnnedanerntesdedseaks Recs 3,272.45 
De ndieges Wak aude ieee hes Seabed se 3,109.02 
Ng RT PO? oy 2,939.05 
Tee ee eT ee eee eee ee eer 2,762.29 

a errs re ce 2,578.45 
er err ne race ne Pry a. 2,387.28 
ee Peet rare an ee eee 2,188.41 
BE Sie Pia in cc adit heh otek Se eo eee ome 1,981.64 
Dt. ¢ivtwsahvedious tends cukepewiweek 1,766.57 
TE, “Sc dxaddeeercnape wanes cake aeleen 1,542.91 
ee ae Be ER a ae 1,310.30 
Oe Sikt ccnp anes tncdeuas weak se aaeen 1,068.38 
RR Cir eens pee ey ee 816.79 
NS tcl ahaha sas de cb cath ce eceiahediae wee aa 555.13 
De iaei-enedaes die kl siete eee: 283.01 


L16 


Principal 
$ 3,358.18 
3,492.51 
3,632.21 
3,777-49 
3,928.59 
4,085.73 
4,249.16 
4,419.13 
4,595.89 
4,779.73 
4,970.90 
5,160.77 
5,376.54 
5,591.61 
5,815.27 
6,047.88 
6,289.80 
6,541.39 
6,803.05 
7,075.17 


$100,000.00 
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Accounting Methods for Mercantile Corporations* 


By WiuuiaM F. Barrin, C.P.A. 
(Concluded) 


Cost oF SALES AND EXPENSES 


This general division of accounts may in a large business 
be advantageously classified in several subdivisions, such as: 


(a) Cost of sales—by departments or principal commodities. 
(b) General expenses. 

(c) Selling expenses. 

(d) Shipping expenses. 


In a comparatively small business it is usually impracticable 
to make such segregation because of the difficulty of ascertaining 
where one division ends and another begins. This is not so much 
the case in a large enterprise, as the work of conducting it is so 
organized that the various operations are performed by depart- 
ments. The labor and expenses of these departments is very 
readily allocated, which renders the bookkeeper’s work seemingly 
more intricate, but in reality simplifies it. 


Cost of Merchandise Sold 


As mentioned above, this account may be used in a repre- 
sentative sense, that is, it may control a number of other sub- 
accounts of the same nature which show the cost of sales by 
departments or by principal commodities. Even if this is thought 
unnecessary it will be found very useful as a temporary account 
to which to transfer every month, at prime cost, the value of 
goods which have passed out of the possession of the corpora- 
tion. The two main elements of such cost in the average busi- 
ness will be: 


Invoice cost, less trade and cash discounts and allowances, 
Inward freight and handling charges. 


In addition to these there will be such additional items of 


* A paper read before the Montana State Society of Public Accountants. 
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cost as salaries and expenses of purchasing agents or buyers, 
where such are employed. It is customary, however, to deal with 
these in a separate account and we need not consider them as 
direct charges to cost of merchandise sold. 

In some mercantile businesses it is considered impracticable, 
if not impossible, to ascertain the cost of goods sold each month 
without the assistance of a physical inventory of the goods re- 
maining on hand. It is seldom that this is the case. The cost 
can usually be obtained and it can best be done by having up-to- 
date price lists which show the inward delivered cost of every 
item kept in stock, and by having the copies of sales sheets re- 
tained at the office so designed and arranged as to permit of this 
cost being extended opposite the sale price of each item on an 
invoice. 

A journal entry at the end of each month charging cost of 
merchandise sold and crediting merchandise on hand, the asset 
account, will record the cost of sales for that month. 


Salaries 


It will be seen that I have divided this branch of the expenses 
into three accounts, Management, Office and General, and Sales- 
men. It might be advantageous to make further subdivisions, 
but this would be largely dependent on the volume of trade and 
the nature of the enterprise. 


Entries should be made each month of all the salaries and 
wages earned therein, whether or not they have been paid. 
These will not all be chargeable to the three salary accounts, as 
some of them will be debited directly to stable and delivery 
expense and possibly to other accounts. 


Rent 

This account should be charged with the hire of any prem- 
ises necessary to the conduct of the business, where these are not 
owned by the corporation, except rent of stables or barns. The 
latter rent is a proper charge to stable and delivery expense. 

The rents collected from the subletting of any portion of 
leased premises seem to me to be a credit to an account which 
might be entitled Rents Received or to Miscellaneaus Income. 
My reason for this is that where the income from such sub- 
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leases is not as permanent as the outgo for rent, the value of a 
comparison of expenses between months and periods would be 
somewhat destroyed. The monthly outgo for rental is a fixed 
expense, while the income may be only intermittent and inci- 
dental. 


Light and Power 

Where the corporation operates its own lighting and power 
plant this account will be chargeable with all labor, fuel, supplies, 
etc., in connection with its maintenance. Where light and power 
are purchased from a public utility company the account will 
probably contain only one or two entries each month. 


Fuel for Heating 


This account is chargeable with fuel, freight and unloading 
charges thereon and probably the labor of firemen employed, 
if any. 


Stationery and Printing 


To this account should be transferred from Supplies on Hand 
the cost of office supplies consumed during each month. 


Postage 

Where the expenditure for postage is of large amount a 
count of the stamps unused should be made at the close of each 
month, so as to ascertain the actual expense. 


Telegraph and Telephone 

This account should be kept free of expenditures for coupons, 
where such are purchased. These should be debited at cost to 
a suitable suspense account and charged out each month as used. 


Stable and Delivery Expense 
To this account will be chargeable the following expenditures : 


Rent, where the premises are not owned by the corporation. 

Labor of stablemen and drivers. 

Provender and other supplies transferred from Supplies 
on Hand. 
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Horseshoeing, veterinary’s services, repairs to wagons, 
harness, etc. 


Such details should be kept from day to day as will enable 
the accountant to ascertain each month such units of cost as: 


Cost per horse per day. 
Cost per single wagon per day. 
Cost per double wagon per day, etc. 


These units may be enlarged upon to any desired extent, 
dependent upon the importance and amount of this division of 
expense. 


Traveling Expenses—Salesmen 

While I have only provided one such account, these expenses 
may be subdivided in any way that will afford needed details. 
In the case of a wholesale house a distinction would be desirable 
between city and country expenses and it might even be valuable 
to maintain a separate expense account for each territory or 
salesman. Where the latter are numerous a separate ledger or 
record could be kept, controlled by one account on the general 
ledger. 


General Expense 

It is not intended that this account shall be anything more 
than one to which may be charged expenditures which it is not 
possible to charge to any of the specific expense accounts. If 
the distribution of expenses is carefully and intelligently made, 
the charges to general expense will represent a very small portion 
of the total. 


Insurance 

A transfer to this account should be made each month of the 
portion of premiums applicable thereto and contained in unex- 
pired insurance. 


Taxes and Licenses 


The monthly charges to this account will consist principally 
of transfers from Licenses Paid in Advance, where such an ac- 
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count is kept, and of estimated amounts credited each month to 
Taxes Accrued. Special assessments should be charged to this 
account when paid, unless a reserve for them has been made 
previously. 


Repairs 

The debits to this account will consist of expenditures for 
upkeep of buildings, furniture and fixtures and other similar 
physical assets. As previously mentioned, the cost of repairing 
wagons, harness and other like equipment may be suitably charged 
to stable and delivery expense. 


In some businesses, where periodical expenditures of large 
amount require to be made for replacements, it is often found 
necessary to set aside a proportionate monthly amount, based on 
the cost and estimated life of the item to be renewed. This is 
done so that when the outlay is actually made the whole amount 
will not require to be charged to the period in which it occurs, 
thereby destroying the value of periodical comparisons and often 
turning what would have been a profit into a loss. This practice 
will be more often found in factories, etc., and is not usually 
necessary in mercantile enterprises. It is a point worth remem- 
bering, however. 


Bad Debts; Depreciation 


These subjects seem to have been rather fully covered in the 
paragraphs devoted to reserves for doubtful notes and accounts 
and reserves for depreciation. I only mention them here in 
order to show where the details may be found. 


Interest on Borrowed Money 


The average interest account is found to contain payments of 
interest, exchange on drafts and cheques, interest received, cash 
discounts paid and received, etc. The resulting periodical bal- 
ance is meaningless, except that if it is a debit there is an appar- 
ent loss, and if a credit a profit. 

The title of this account in my list may appear somewhat 
unwieldy, but it is due to my desire to follow the maxim laid 
down previously that the accounts should describe what they 
may reasonably be expected to contain. This account is provided 
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for the purpose of showing the loss resulting from insufficient 
capitalization. It will contain also interest due to short time 
loans necessary to carry over heavy stocks of merchandise or 
large balances due from customers at certain seasons of the year. 

Interest earned by the corporation on notes receivable, open 
accounts, etc., should be credited to the separate account which 
I have provided therefor. 


SALES, ETC. 


It is somewhat difficult to obtain a suitable general heading 
for the accounts of this character in a mercantile business. It 
would not be quite correct to call them income accounts, although 
they are of that nature, any more than it would be correct to 
call the cost of merchandise sold an expense account. The 
income from merchandising or trading is the excess of the sale 
price over prime cost. 


Sales 

In the average business it is necessary to classify the sales 
in order to know, among other things, whether or not it is profit- 
able to carry certain lines of goods and also to ascertain the 
sources from which the principal portion of the profit or loss, 
as the case may be, is derived. Unless the sales are so divided 
it is not practicable to make intelligent comparisons of percent- 
ages as between periods, etc. The percentage of gross profit in 
total may show an increase or decrease without assigning any 
specific reason therefor, and it is only by analysis that we can 
hope to make deductions that may be relied upon and that are 
of any great value. It would seem essential to distinguish be- 
tween sales on open account and cash sales, and between city and 
country sales, and where the latter are of considerable volume, 
they might be advantageously subdivided into territories. It is 
not always necessary to open formal accounts for the purpose 
of obtaining this data: separate records of a statistical nature 
may be kept which will agree in total with the main sales ac- 
counts in the general ledger. Of course, where the sales are 
subdivided it is also necessary similarly to subdivide the cost of 
sales. 

Allowances for goods returned or damaged, reductions in 
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the original billing price and other deductions of like character 
should, of course, be charged against the respective sales ac- 
counts. If the amount of these is large separate accounts 
may be opened, to be transferred later to the sales accounts. 


Interest on Notes and Accounts 

The title of this account seems self-explanatory and it has 
already been referred to in the paragraphs relating to interest 
on borrowed money. 


Miscellaneous Inceme 


The purpose of such an account is, as its name would indi- 
cate, to provide a place for income of an ‘incidental nature and 
which is aside from the main object of the business. It might 
temporarily contain rents earned, bad debts collected and items 
of similar character. If desired, these may be shown later under 
separate headings in the profit and loss account. 


GENERAL REMARKS 


We have now reviewed in some detail the purpose and 
method of handling the various books and records and the ac- 
counts contained in the lists which I have provided. It may be 
helpful to touch lightly upon a number of other points that may 
not affect any particular account of a mercantile corporation. 

The organization of the office staff and work of a corpora- 
tion is a subject that requires some thought in order that a maxi- 
mum of efficiency may be obtained with a reasonable expendi- 
ture of labor. It is not sufficient to place a few desks behind 
a partition in an obscure portion of the building, with one or 
more bookkeepers and clerks to occupy them. The accounting 
department and its records being, as I have previously stated, 
the focusing point, the office should be as centrally and con- 
veniently located as possible. It should be well ventilated, lighted 
and heated and cleansed daily, these things being especially neces- 
sary where numbers of clerks are employed. The work should be 
so arranged as to equalize the burden, and each one of the staff 
should be made responsible for certain portions of it. Night work 
should be avoided as far as possible, as it tends to lessen the value 
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of the work performed during the day. It is in effect only another 
form of getting something for nothing, although this is not 
always the reason that prompts employers to look for a certain 
amount of work outside the usual business hours. 

While I cannot say with confidence that there is pleasure to 
be derived from the daily task of a bookkeeper, yet there will 
be found in it much that is interesting and instructive and there 
is a keen satisfaction in work well done. The mechanical process 
of keeping a cash book, posting to customers’ and general ledger 
accounts and the other petty details that are of almost daily 
occurrence are important, but they do not represent accounting 
in its true meaning. There should be an earnest daily effort 
on the part of the bookkeeper to familiarize himself with every 
detail of the business, in addition to the intelligent recording of 
the daily transactions in the books of account. It is a truism 
that practically all that occurs in the business is reflected in the 
accounts, although it may not be apparent on the surface. 

To illustrate: if the salesmen in a certain territory are in- 
competent, this will be shown by a falling off in sales or the 
loss of customers in that section; if the cost of merchandise in 
any department has increased without a corresponding increase 
in the sale price, this fact will be shown by a decrease in the 
percentage of gross profit; if the price of provender has in- 
creased, or if it is being stolen or wasted, the stable and delivery 
expense account will show an increase that will call for explana- 
tion. Many other instances could be given, but these three will 
probably serve to make my point clear. It is in establishing these 
facts and bringing them in clear and concise form to his em- 
ployer’s notice that the bookkeeper’s ability as an accountant will 
be shown, and it is here that he has an opportunity of doing his 
best work. If the average bookkeeper were to devote his ener- 
gies to making his services invaluable instead of mechanical he 
would soon cease to wonder why the anticipated increase in 
salary did not come. It would have arrived. 

In many businesses a great deal of apparently unnecessary 
duplication is practiced. As far as possible this should be avoided, 
but, in doing so, care should be taken that no work that will 
furnish the management with important information is omitted. 
Work that presents facts or figures in two or more ways so that 
the particular matter may be profitably examined from several 
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angles is not duplication, in my meaning. When the facts are 
presented in more than one form without adding to the value 
of the information, the result is a loss of time and money. 

When preparing the monthly or other periodical statements 
showing the result of operations, the financial condition, ete., 
every care should be given to the intelligent arrangement and ac- 
curacy of the facts and figures. Many men in my knowledge 
devote time to ruling pretty red lines that would be more profit- 
ably spent in correcting misstatements in the results shown. If 
you are presenting a balance sheet have it contain, not some of 
the assets and liabilities, but all of them, so far as they are ascer- 
tainable. When preparing a profit and loss account make sure 
that it deals with all known items of income and expenditure, 
not simply those that have actually been received or disbursed. 

In our desire, however, to make ourselves invaluable to our 
employers we must not overlook the fact that accuracy in details 
is also essential. Each customer’s statement, before being mailed, 
should be compared with his account in the ledger and the bal- 
ance due should result from specific amounts which may be 
readily identified. 

Differences in the monthly trial balance should be located 
and adjusted, no matter how small the amount. An apparently 
trifling difference of a few cents may partly conceal offsetting 
errors of large amount. 

An overage in the cash at the end of the day may represent 
the collection of some customer’s account that will later come to 
light, and, therefore, it should be entered on the date the 
difference occurs. A shortage in the cash may consist of a 
cheque that has not been entered or a collection that has been 
over-credited. 

The cash book should not as a general rule contain any entries 
that do not relate to the receipt or disbursement of actual cash 
or its equivalent. An exception to this is in the case of discounts 
allowed on customers’ accounts collected and for these a sepa- 
rate column should be provided. 


Bank accounts should be carefully reconciled at the end of 
each month and a list prepared of outstanding cheques and 
differences requiring adjustment. 


The journalizing of bank cheques is no longer generally ap- 
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proved. The method is obsolete and such transactions are more 
conveniently and correctly stated in the cash book. 

Outward freight, express and other receipt-books should be 
compared each day with the individual charges in order to ascer- 
tain that all shipments have been duly debited to customers. 

The extensions, footings and terms of each purchase and sales 
invoice should be verified so as to avoid loss and future disputes. 

In preparing vouchers for entry the invoices should be tem- 
porarily attached thereto and the whole kept in a suitable file 
until payment is to be made. Each invoice should be given the 
same number as its voucher and should not be forwarded to 
the payee at the time of settlement. When the signed vouchers 
are received the invoices should be permanently attached and the 
complete voucher filed for quick reference. The receipted vouch- 
ers should be marked off on the voucher record when received. 
Letters should be written requesting the return of any that re- 
main out over a reasonable length of time. 

I favor a flat-open voucher instead of one that requires fold- 
ing in docket form. In the latter case there is much duplication, 
as certain of the details require to be endorsed on the back, such 
as number, name, amount, etc. In the case of a voucher that 
is filed flat the design is such that all the information is contained 
on the face, the reverse side being blank. The invoices are at- 
tached to the reverse side so that the whole history of the voucher 
is at once available, no unfolding nor smoothing out of invoices 
being required. 

For facility of reference the vouchers should be indexed 
alphabetically and, if desired, they may also be cross-indexed 
by commodities or in any other helpful way. The indexing may 
be effected by means of cards, loose-leaf or bound books, although 
the former will probably be found most convenient. 

The uses of the journal are too numerous to relate, but we 
should not impose upon its good nature. Where many entries 
of the same kind occur in each month it is advisable to provide 
specially designed books in which to record them. A too generous 
use of the journal results in an unnecessary number of postings 
and this should be avoided as far as possible. 


The importance of carefully prepared journal entries cannot 
be overestimated. You will often find the entries in the average 
journal merely a list of accounts to be debited and credited, 
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without adequate information as to the reason therefor. Com- 
plete details and all helpful information should accompany: each 
journal entry. A suitably designed journal voucher to which may 
be attached any debit notes, letters or other data that relate to 
the entry will be found very useful. Such vouchers should be 
approved, numbered and filed in sequence. Where they are in 
use it is not necessary to enter all the details in the journal, but 
the main facts and figures at least should appear. 

The bookkeeper should make it a point to keep up every pos- 
sible part of his work daily and require his assistants to do the 
same. This will minimize and probably obviate the need of 
overtime at the end of the month, beside placing him in a position 
to give “up-to-the-minute” information when called upon to 
do so. 
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EDITORIAL 


The Question of Investment 


A question which is being brought frequently to the notice 
of auditors that of the merits of different investments, and it 
is important that the accountant should be prepared to render an 
opinion on such a point when called upon to do so. It may be 
questioned whether or not advice as to investment of funds comes 
rightly within the scope of public accountancy but it is undoubted 
that the sphere of the accountant’s duties is steadily increasing 
and many corporation officials are inclined to ask the advice of 
accountants on matters which ten or twenty years ago were con- 
sidered entirely beyond the proper range of accountancy. 

It may be that an auditor does not feel called upon to express 
an opinion as to past investment unless the figures in the asset 
column are palpably misleading, but there are members of the 
profession who believe it their duty most jealously to guard the 
asset totals and carefully to scrutinize the individual investments. 
That is more or less a question of the way in which each auditor 
interprets his duties. On the broader question of giving advice 
the auditor may well be chary; but he should be prepared when 
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Editorial 


approached to give an opinion based upon a clear understanding 
of financial and general conditions. 

Now-a-days hardly a corporation of great magnitude is with- 
out a considerable investment in securities of subsidiary com- 
panies or of other corporations, and the integrity of the asset 
column of many a balance sheet depends largely upon the wis- 
dom which has been used in the making of outside investments. 
Of course, the amount of money invested in other securities de- 
pends to a great extent upon the class of business conducted, but 
there are few important corporations which can avoid or do 
avoid investing money outside the sphere of their own activities. 

For the past twenty-five years there has been an almost un- 
broken decline in the market value of high grade securities. This 
is due to many causes, most of which still exist, and there is no 
valid reason to believe that the downward course of market 
values must be checked at any time in the near future. It is im- 
possible to foresee the trend of the market, but at the same time 
it must be admitted that there is as much reason to expect a de- 
cline as an increase. These remarks however, it should be noted, 
apply only to the class of securities generally designated by the 
generic term, “savings bank investments.” 

With the increased cost of living it has become absolutely 
necessary for the small investor to secure the largest possible re- 
turn upon his capital, and accordingly he has been driven to in- 
vest in stocks or in slightly speculative bonds which will bring 
a larger interest per annum than he could receive from securities 
in the savings bank class. Many political economists tell us that 
the high cost of living will in the near future become the higher 
cost of living and that the highest cost of living is still a long 
way in the future. Accordingly there is ground for supposing 
that the small investor may still be forced to place his money 
where it will yield the highest obtainable rate, even though by so 
doing he takes a variously greater amount of risk. 

Geological experts tell us that the increase in gold pro- 
duction, which has diminished the purchasing power of the 
dollar and is one of the chief factors in the high cost of com- 
modities, may be expected to continue for some time and that 
unless there be some sudden and unexpected exhaustion of pay- 
able ore the summit of gold production will probably be reached 
in the far future. 
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These two factors are chief in the forcing downward of the 
high-grade security market; and they are factors which the in- 
telligent auditor must take into consideration if he is to render 
a just and valuable opinion upon the condition of any corpora- 
tion’s assets. 

In the case of savings banks and trust companies the law pro- 
vides that investments shall be restricted to certain specified 
bonds, and a certain percentage in approved mortgage on real 
estate. But even with such restrictions as these there still re- 
mains a wide scope for the judicious selection of investments. 

It is well known that during the recent depression the market 
value of securities held by certain fiduciary institutions fell so 
low that solvency was seriously jeopardized. This has been used as 
an argument for greater control by the state or the national gov- 
ernment in making selection of investments; but in a time of 
crisis it is almost inevitable that there be abnormal depreciations. 
These phenomenal declines however have never been known to 
continue for any great length of time. It is not with this point 
that we are directly concerned. It is rather the long downward 
swing of the bond market which calls for careful thought. 

There is not a corporation today, banking, commercial or in- 
dustrial, which should carry its assets at their cost value if in- 
vestments were made even as much as ten years ago. The de- 
cline has been slow (with the exception of abnormal periods) 
but it has been remarkably insistent and many a corporation as 
well as many an individual investor is forced to write down the 
book value of his assets very considerably below their original 
cost although the net return in form of interest is probably not 
altered. A 5% bond today is worth much less than a 5% bond 
ten years ago and it maybe worth somewhat more than a 5% 
bond ten years hence. 

And furthermore it is not sufficient if there be every prospect 
that securities held to maturity will react to the prices originally 
paid for them. If in the meantime the market value is below the 
cost price, the market value is the intrinsic worth and should be 
that given in the schedule of assets. Present value is the only 
basis of calculation which in normal cases the auditor should al- 
low. 

The question arises: What class of investment shall meet with 
approval ? 
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Naturally the first proposition will be city mortgage, which 
produces a higher rate with a given degree of safety than can be 
obtained from many savings bank bonds. Undoubtedly it is true 
that mortgage investment should be carried to a certain extent 
but such institutions as savings banks and trust companies and 
the like are restricted by law to a fixed maximum percentage of 
their investments for this purpose. Other corporations unre- 
stricted may find it advisable and convenient to carry an even 
higher percentage of mortgages among their investments, but the 
probability is that few corporations would care to place all their 
funds in real estate, however wide the margin or high the rate 
of interest. In nine cases out of ten the real estate mortgage is 
far less liquid than the bond and it is nearly always desirable 
that there should be a large proportion of liquid investment in a 
corporation’s assets. 

What then remains in the way of a safe investment for such 
funds as are not placed at mortgage? 

We have seen that the long term bond may decrease in market 
value. (This of course is not taking into consideration the 
amortization of discount on a bond selling below par near its ma- 
turity. It is with the broad general question of bond values that 
we are now concerned and not with specific instances.) One of 
the most logical solutions of the question seems to be a wise dis- 
cretion in the selection of short terms bonds or of bonds within 
near approach to their maturity. The advantage of this plan is 
obvious. It means that there can be no long downward swing 
in the value of any one asset but that any decline which may oc- 
cur must be of short duration and possibly that any loss may be 
foreseen and curtailed. 

In the second place if there should be at any time a complete 
reaction of the bond market and values should show indication of 
steady increase, the institution or the corporation which had its 
investments in short term securities would be the one which 
would be able to take the most extensive advantage of such a 
change in the market trend. 


It is not the purpose of this discussion to advocate the invest- 
ment of funds in any particular class or description of securities. 
There are many perfectly safe bonds or notes which can be pur- 
chased so as to yield a fair return and have an early maturity. 
The question of which of these is desirable is one that the investor 
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must consider and one that the auditor may take into account 
when appending his certificate to the balance sheet of any cor- 
poration. 

We believe that this is a point which has been somewhat 
lightly regarded by certain members of the accounting profes- 
sion, but it is a matter which is of paramount importance and 
will continue to be so for all time to come unless the methods of 
business are completely altered. With the enormous profits which 
are being made by various corporations and with the enormous 
growth in the number and activities of corporate enterprises the 
investment of capital is an increasingly vital question and the 
auditor who would be fully qualified to express a trustworthy 
and expert opinion upon the condition of the finances of any cor- 
poration cannot afford to be ignorant of the comparative merits 
of the different classes of securities and must be able to dis- 
criminate between the wise and the unwise. He may be so blessed 
as to escape responsibility of giving advice on this debatable point, 
but he should be ready when his opinion is sought. 
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ConpDucTED By JoHN R. WiitpMAN, M.C.S., C.P.A. 
ProsLEM No. 8 (DEMONSTRATION ) 


According to the terms of the copartnership agreement en- 
tered into on July 1, 1911, by M. Hemmingway & M. Blauvelt, 
Hemmingway was to have the active management of the busi- 
ness and to receive a salary of $5,000 per annum. Drawings 
were to be permitted and charged in the case of cach partner 
to a drawing account. Interest, computed on the capital invest- 
ment at the rate of 6% per annum was to be credited to the 
respective drawing accounts. 

A trial balance of the general ledger at the beginning of busi- 
ness July 1, 1911, embraced the following accounts: Debits: fur- 
niture and fixtures, $7,000; merchandise, $10,000; cash, $23,850; 
accounts receivable, $33,500; notes receivable, $10,000; accrued 
interest on notes receivable, $50; goodwill $15,000. Credits were: 
accounts payable, $25,000; notes payable, $20,000; interest ac- 
crued on notes payable, $500; M. Hemmingway, capital, $26,950; 
M. Blauvelt, capital, $26,950. 

The transactions during the six months ended December 31, 
1911, aside from those indicated by the text above, comprised 
the following: 

Debits to merchandise, $161,324; credits to merchandise, $207,- 
310; credits to accounts payable for purchases, $155,156; light, 
$1,500; sundry store expense, $378; debits to accounts payable 
$176,091; debits to accounts receivable $192,143; credits to ac- 
counts receivable, $183,496. The cash receipts were $10,100, 
for notes receivable and interest and $175,828 from customers. 
The cash disbursements were: Hemmingway, $6,000; Blauvelt, 
$10,000; creditors, $160,924; rent payable, $1,500; notes pay- 
able and interest, $20,538,33; salaries of salesmen, $4,000; wages 
of porter, $360; advertising, $2,500; commission $450; salary 
of bookkeeper and clerk, $1,000; office expense, $527. 

Upon analysis the merchandise account was found to con- 
tain the following: 

Antique furniture: Inventory, July 1, 1911, $5,000; purchases, 
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$50,000; inward freight, $1,127; sales returns, $1,512; delivery 
expense, $544; rebates and allowances, $222; purchase returns, 
$2,000; trade discount on purchases, $4,827; inventory, Decem- 
ber 31, 1911, $6,732; sales, $53,815.20. 

Paintings and tapestries: Inventory, July 1, 1911, $3,000; pur- 
chases, $70,000; inward freight, $1,465; sales returns $2,199; de- 
livery expense, $727; rebates and allowances, $295; purchase re- 
turns, $500; purchase allowances, $50; trade discount on pur- 
chases, $6,431; inventory, December 31, 1911, $7,894; sales $94,- 
216.50. 

Statuary and carvings: Inventory, July 1, 1911, $1,500; pur- 
chases, $20,000; inward freight, $472; sales returns, $1,672; de- 
livery expense, $532; rebates and allowances, $100; purchase re- 
turns, $100; trade discount on purchases, $1,232; inventory, De- 
cember 31, 1911, $3,987; sales, $30,331.20. 

Miscellaneous: Inventory, July 1, 1911, $500; purchases, 
$10,000; inward freight, $263; sales returns, $45; delivery ex- 
pense, $26; rebates and allowances, $123; purchase returns, $20; 
trade discount on purchases, $7; inventory, December 31, 1911, 
$299; sales, $13,780.10. 

From the foregoing prepare: 

(a) General balance sheet, December 31, 1911. 


(b) Statement of income and profit and loss for the 
six months ended December 31, 1911, supported by 
a schedule showing the gross profit according to the 
different classes of goods. 





SoLUuTION TO ProspLEM No. 8 


The procedure necessary to the solution consists, first, in 
setting up the trial balance as at the beginning of business July 
I, 1911; second, in making and posting the adjusting entries 
representing the transactions for the six months ended Decem- 
ber 31, 1911; third, in completing the working sheet; and 
fourth, in preparing the statements required. 

The sequence of operations is somewhat difficult to show 
unless the demonstrator has the visual attention of the student. 
It will be more apparent, perhaps, in this case if the journal en- 
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tries are framed before any part of the working sheet is con- 
structed. 

The problem is purposely somewhat vague. The solution 
involves in places a violation of the principle that any prob- 
lem, as well as its solution, should be complete in itself and not 
require reference to preceding problems. The connection in 
this case is so apparent, however, than rather than cause annoy- 
ance it will probably stimulate an interest in investigation with 
which the accountant has so frequently to deal. 

Following the text of the problem it will be seen that Hem- 
mingway is to receive a salary of $5,000 per annum as manager. 
This is presumably due to the fact that Blauvelt will give little 
time, if any, to the business. The salary allowed Hemmingway 
tends to equalize the standing of the partners, since it would be 
inequitable for Hemmingway to give his entire time to the 
business and receive as his compensation only one-half of the 
profits. Nothing is said as to the division of profits but the 
rule in such cases is that partners shall participate in the profits 
and be charged equally with the losses. 

The journal entry covering the salary of Hemmingway would 
be as follows: 


ait OE. MIE oo dc siccdedetinesss tad ntssmaumns $2,500.00 
To M. Hemmingway, drawing account ........ $2,500.00 


It will be noted also that interest, computed on the capital 
investment at the rate of six per cent per annum is to be 
credited to the respective drawing accounts of the partners. 
Hence the following: 


Tebatbet: Ck MN io 5c onic cncsscocnksevadunts cceseeea $1,617.00 
To M. Hemmingway, drawing account ........ $ 808.50 
M. Blauvelt, drawing account ............ 808.50 


For six months’ interest at 6 per cent on the 
capital investment of $53,900 standing to the 
credit of M. Hemmingway and M. Blauvelt in 
equal amounts. 


It is perhaps pertinent at this point to discuss not only the 
propriety but the necessity of charging and crediting interest. It 
is far from necessary and while not perhaps improper is a 
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waste of time and energy with nothing gained in the end. Hem- 
mingway and Blauvelt have equal amounts of capital invested in 
the business and share equally in the profits and losses. To 
charge and credit interest in this case would have the effect of 
charging profit and loss with $1,617 and crediting each part- 
ner with $808.50. Profit and loss would subsequently be closed 
out to the partners’ accounts and each would be charged with 
$808.50, thereby nullifying the first entry. It is difficult to see 
what would have been accomplished by such procedure. 

As a general proposition it is contrary to the economic theory 
on which good accounting is based to charge the accounts of the 
business with interest on capital, since capital is invested in 
and not lent to the business, and receives as its share in the dis- 
tribution the profit which results from its employment in the 
enterprise. Where there are unequal investments of capital it is 
usual, however, to employ this expedient of adjusting the ac- 
counts of partners. It would be far more correct where there 
are unequal investments of capital among partners, unless the co- 
partnership agreement specifies that interest shall be charged, to 
refrain from making any interest entries in the operating accounts 
and adjust inequalities of investment among partners in the 
partners’ accounts. 

The matter of rent requires some explanation since it is 
connected with the preceding problem. Under the terms of the 
lease, the rent was to be $500 a month. The agreement was 
modified, however, by the stipulation that Hemmingway was to 
enjoy two months’ rent free. In so far as the copartnership 
is concerned the matter of rent was adjusted at the time of the 
formation of the copartnership. It will be remembered that 
there were among the accounts receivable of $33,500 at June 30, 
1911, two items, amounting respectively to $1,000 and $500 repre- 
senting in the first instance an amount due from A. Kupper for 
the rent rebate and in the second instance the rent for July paid 
in advance. On the books of the copartnership the rent for the 
six months ended December 31, 1911, would be covered by a 
charge to rent and a credit to rent payable in the amount of 
$3,000. In settlement of this liability there would be applied the 
amount of $1,500 above mentioned. The balance would have to 
be paid in cash. This explanation assumes, of course, that the 
rent for January, 1912, was not paid in advance and the period 
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of six months from July 1 to December 31, 1911, was treated 
as a whole without regard to any variations which might have 
developed through the payment of the rent from month to month. 
The journal entries based on the above follow: 


BE svn cstncpadsekoasemhards abewansg en teeeete eee $3,000.00 
Te TE ED 5 oid ncn sctinn vdcdenesionnaneen $3,000.00 
For rent for six months ended December 31, 1911, 
Peat CRE ic ccd ecccccceecss5ecevcckmaieesseuee $3,000 
Te GOR WHINE oo ok oo vapekenssessicees $1,500.00 
GEE . cchawobdedenssenssccngtahaaubn 1,500.00 


For accounts due from A. Kupper landlord and 
cash applied in settlement of rent as above. 


The other entries which are related to the preceding problem 
are those having to do with the accrual of interest on notes receiv- 
able and notes payable. The interest in the case of the former as 
accrued to June 30, 1911, amounted to $50. As the notes were 
due and paid on August 1, 1911, it would be necessary to accrue 
the interest to that date, which would require a charge and credit 
of $50 more, viz. : 


Accrued interest on notes receivable .................. $50.00 
To interest on notes receivable ............... $50.00 


The note payable in the amount of $20,000, which was out- 
standing June 30, 1911, was due and paid August 1, 1911. The 
interest was accrued to June 30th and amounted to $500. There- 
fore an accrual of one month’s interest is required on this note 
and is as follows: 


Ietesent Git MGER GUE o< 0 6556.5 600 c0sdetecciacneenes $83.33 
To interest accrued on notes payable ......... $83.33 


The following journal entries are developed from the trans- 
actions contained in the text of the problem: 


ene ey ee ee $161,324.00 
BRO niidin bb 0s. xdbcdisdectbeshesnsterseseapeesenee 1,500.00 
Dantien. 6 GHEE $< 6x cd.ndtortbarretssemineses 378.00 
me: CITE. oc 00: 6'0.006 60s eniceee xtetseeasetons 15,167.00 
PE GUN ab 5. 63 0 vx site cadnds decane 192,143.00 
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er SIE nccccace cc éeedebelcceseses $207,310.00 
PI I 5 oc Sica ces cccsices 157,034.00 
ee 6,168.00 
ON oe ia dee Car ean aii abd m kind Kener $185,928.00 
I OD ig oh. cacuceanicanw see $ 10,000.00 
Accrued interest on notes receivable... 100.00 
Accounts receivable ...............0. 175,828.00 
M. Hemmingway, drawing account ................ $ 6,000.00 
BE. TREN, GORI SCCOUME 20.2. cccccccccccccs 10,000.00 
Es ain dcaadn tad dks ehmeiehe beth dees 160,924.00 
EE sc cians shaeidednagneos enceaseewmead 20,000.00 
Interest accrued on notes payable ................. 583.33 
FE EOE PO ET He 4,000.00 
cn datsiineccesageaesboeeenghens 360.00 
a i he ald dled dee asin 6 meee acai 2,500.00 
ES re ree ee re ee 450.00 
Salary of bookkeeper and clerk ................... 1,000.00 
SE IE Ficlets cos venacwenne te cvuwerenedes 527.00 
DT Vbtespeneddbekkdéameakssncsseneases $206,344.33 


All of the above entries should now be posted to the ad- 
justment columns of the working sheet which will have been 
constructed with the trial balance of July 1, as the basic factor. 
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Trial Balance Adjustments Balance Profit and 
July 1, 1911 Debits Credits Sheet Items Loss Items 
d } $ 7,000.00 $ 7,000.00 
Furniture ar DD. ocecccdcusceenn . é ° ls 
Pee 10,000.00 $161,324.00 ($ 18, eis. roX +$54,898.00 
SPP Perrerrrerery Te Te re 23,850.00 185,928.00 ( 206,344.33) 1,933.67 
( 1,500. 00) 
( 6,168.00) 
Aeeemmten GORURTERED «..ccccsccccscrscose 33,500.00 192,143.00 ( 1,500.00) 42,147.00 
( 175,828.00) 
Wietes DORIIUTEED 0.000000 6000564000808 10, nee. 00 10,000.00 
Accrued interest on notes receivable.... 0.00 50.00 100.00 
GEE hee cheese seccueseseseceees 15, 000. 00 15,000.00 
$99,400.00 
OO  nnggincicténeesnn 2,500.00 2,500.00 
es. OE GEE 6.60 cc o.ccdeseeosens 1,617.00 1,617.00 
I ino dak ah a dicii esti nck est eda ania beanie 3,000.00 3,000.00 
Dn! Stick etee eee ottnseand-s eneeees 1,500.00 1,500.00 
Sundry store expense ..........ceee0% e 378.00 378.00 
Interest on notes payable ..... ceseene 83.33 83.33 
FF ge a ene 4,000.00 4,000.00 
i 6066s eke eed edema’ 360.00 360.00 
EE 66-005 66 66m seeps EPR EA 2,500.00 2,500.00 
I~ ci oh deci iets eee cele 450.00 450.00 
Salary of bookkeeper and clerk ....... 1,000.00 1,000.00 
St MD: 06k san daamhetbeds «0.6 527.00 527.00 
Merchandise—inventory (new) ....... 18,912.00 18,912.00 
$84,992.67 $36,982.67 
CREDITS 
SE. DEE «ke Cbnecdedecdicacas $25,000.00 ( 160,924.00) 157,034.00 $ 5,943.00 
15,167.00) 
ee MD. sd een dsanadhedhacccas 20,000.00 20,000.00 
Interest accrued on notes payable...... 500.00 583.33 83.33 
M. Hemmingway, capital ............. 26,950.00 18,516.33 45,466.33 
Me CU GENE nce ccccccccccceos 26,950.00 18,516.34 45,466.34 
$99,400.00 
ieee al 808.50 
- Hemmingway, drawing account..... 6,000.00 f 500.00) * 2,691.50 
Blauvelt, drawing account ......... 10,000.00 808.50 * 9,191.50 
Rent DE aWeees GhObb bk > e< 0000 3,000.00 3,000.00 
Interest on notes receivable .......... "50.00 $ 60.00 
Pee Qe OD nec och edesertsicss... ; +" 37,032.67 
$84,992.67 $36,982.67 
+t Credit item. 
* Debit item. 
HEMMINGWAY & BLAUVELT 
GENERAL BaLancs SHEET—DscEMBER 31, 1911 
ASSETS LIABILITIES AND CAPITAL 
$ 7,000.00 sees —— $806005004860005 -$ 5,943.00 
F d fixtures ....... seeees J ° roprietorship : 
Goodwill. nes nh wie thee es bikee ae +se++ 15,000.00 M. Hemmingway ..... - $42,774.83 
Merchandise—inventory rieteeceenen 1 Oy M. Bilauvelt ...... ocee ae oT4. 84 79,049.67 
ee. 500s 4eneens ndsnneeseseeusen ae saeeatntentetainate 
Accounts Tecetvable eecccvecceoesees 42,147.00 
Total aasets .....cccccccces . -$84,992.67 Total liabilities and capital...... $84,002.67 
EXHIBIT “A” 
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HEMMINGWAY & BLAUVELT 


STATEMENT OF INCOME AND PROFIT AND LOSS FOR THE SIx MONTHS ENDED 
DgceMBER 31, 1911 


rr eee Oe Ge COUROREED TE Bbc ccccvcccccctssdeccecsensceesne $54,898.00 
Selling expense: 
eee . 2. Lees op ebe babes ene bah baa $4,000.00 
Pecks hse ee CORRE NS 6464S O06 RO eee de> CRORE 450.00 
EE 26 © on ag dha GAD SAS OOe es aes hae eae ae 2,500.00 
Ne aaa Ot a dt AAR ea Oe ds Ree kale 1,500.00 
Ce . ds eke dhe eases uedsnudteceneedans 378.00 
ee ee ee ree ee ee 8,828.00 
Ne ee ee ee ee se $46,070.00 
Administrative expense: 
ne 6666 6e eeGheus bias B44 6604S see ee RWS $2,500.00 
Salary of bookkeeper and chery .........ccceescescecee 1,000.00 
>a rr err eee 527.00 
a cee ate eS EN eee eee 6a ee ae 360.00 
EE Abbie een eid eae ce Re dere Oe eR eee 4,387.00 
Net profit on sales—income from operations ..........0.ceseeeeeeee $41,683.00 
Other income: 
ee ee CED cacdseaceedteccassecesebecdaciome memes 50.00 
EE OTE ee eee eT eT CTE TT Teer rere. $41,733.00 
Deductions from income: 
i ee 6 oe ew 64.4 oe eae ee Oe eae $1,617. ge 
rr rr ee” a 4 os 6.64 oN ee Cee eee bah ee eee 83. 
i agi sind 6h iad 6 oO 6 dO 6E-6 OKC CROKE A Adige ee Waele kewae 3, 000. oO 
MR cic 'sk i nc ta eal Ooh cid ca i vl Ea eh aaa ae 4,700.33 
Net income—profit and loss for the period ............2-ceeeecceens $37,032.67 
Proprietorship beginning of period as adjusted (schedule No. 2)....... 42,017.00 
ee ee ee ee ee $79,049.67 


EXHIBIT “B” 
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HEMMINGWAY & BLAUVELT 


SCHEDULE SHOWING Gross PROFIT ON SALES, CLASSIFIED, FOR THE SIX MONTHS ENDED 
DEcEMBER 31, 1911 


Antique Paintings and Statuary and Mis- 









































Furniture Tapestries Carvings cellaneous 
ee GOOD on os 0.000 6b00boebebee eeu ET - $192, 943. 00 $53,815.20 $94,216.50 $30,331.20 $13,780. ~4 
DOS ..000eeKeoenane ¢bae 5,428.00 1,512.00 2,199.00 1,672.00 45.00 
ee : nakcecoukeoneeaden errr ry $186,715.00 $52,303.20 $92,017.50 $28,659.20 $13,735.10 
Deductions from sales: 

Rebates and allowances ............ $ 740.00 $ 222.00 $ 295.00 $ 100.00 $ 123.00 
EON aoe 1,829.00 544.00 727.00 532.00 26.00 
TO .n0cs0nsecebass $ 2,569.00 $ 766.00 $ 1,022.00 $ 632.00 $ 149.00 
Reames Gees GRD 2.0. cesicscensebee $184,146.00 $51,537.20 $90,995.50 $28,027.20 $13,586.10 
Cest of goods sold: 
Te MOUND §. osc cccceccosceons $150,000.00 $50,000.00 $70,000.00 $20,000.00 $10,000.00 
Less—purchase returms ...........+- 2,620.00 2,000.00 500.00 100.00 20.00 
ee. ORNS... connscsccnusnaonnce $147,380.00 $48,000.00 $69,500.00 $19, py 00 $ 9,980.00 
Add—inward freight ........e.se8. 3,327.00 1,127.00 1,465.00 2.00 263. 
WO. Scecctesanceaed $150,707.00 $49,127.00 $70,965.00 $20,372.00 $10,243.00 
Deductions from purchases: 
Purchase allowances ......6..+++0:5 $ 50.00 $ 50.00 
TONGS GONE ccs cccccdcoccecies 12,497.00 $ 4,827.00 6,431.00 $ 1,232.00 $ 7.00 
TE ones ckdcceisaan $ 12,547.00 $ 4,827.00 $ 6,481.00 $ 1,232.00 $ 7.00 
Cost of purchases sold .........+.-- $138,160.00 $44,300.00 $64,484.00 $19,140.00 $10,236.00 
Add or deduct—increase or decrease 
Se GROGNED «.o ccctcecdéeccesacuen 8,912.00 1,782.00 4,894.00 2,487.00 201.00 
Tetal cost of goods sold .........ese0. $129,248.00 $42,568.00 $59,590.00 $16,653.00 $10,437.00 
Guess preit am aales ..ccccovsissives $ 54,898.00 $ 8,969.20 $31,405.50 $11,374.20 $ 3,149.10 
EXHIBIT “‘B” 


SCHEDULE NO. 1 


MEMMINGWAY & BLAUVELT 


SCHEDULE SHOWING ADJUSTMENT OF PROPRIETORSHIP AS AFFECTED BY ENTRIES 
DURING THE SIX MONTHS ENDED DECEMBER 31, 1911 














Total M. Hemmi ay M. Blauvelt 
Proprietorship—July 1, 1911 ......... $53,900.00 $26,950.00 $26,950.00 
Add: 

Dees OE GUE o.cascsécnscveccseken $1,617.00 $ 808.50 3 808.50 
Galasy GC MARRS occ cccccccccccons 2,500.00 2,500.00 

WOE 6 cccusswdeeseie -$ 4,117.00 3 3,308.50 3 808.50 

\.. ST rt Ore ree $58,017.00 $30,258.50 $27,758.50 

Deduct—drawings ..... boeetscegame eke 16,000.00 6,000.00 10,000.00 

Proprietorship, as adjusted ............ $42,017.00 $24,258.50 $17,758.50 





EXHIBIT “B” 
SCHEDULE NO. 2 
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The merchandise accounts in the general ledger of Palmer & 
Stubbs, December 31, 1911, showed the following: 


CLOTHING 
1911 1911 
ee Perr ere $ 8,000.00Dec.31 Returns ........... $ 300.00 
Sl Purchases .....0-<- 30,000.00 Allowances ........ 25.00 
Rebates and allow- Discount (trade) ... 2,920.00 
I A cade ts y's 45.00 MEE nese See eee aa 32,563.20 
Delivery expense ... 300.00 
Inward freight ..... 586.00 
eee 450.00 
$39,381.00 $35,808.20 
FURNISHINGS 
1911 1911 
ee errr S 42600.00Ren. SL Gabes ..ccccccccccs $21,662.10 
i me ieee 75.00 Allowances ........ 176.00 
PRE. cece sveas 17,000.00 I. hg: teenie se tt tiaet 415.00 
Delivery expense ... 200.00 Trade discount ..... 1,892.00 
Allowances ........ 22.00 
Inward freight ..... 232.00 
$21,529.00 $24,145.10 
MISCELLANEOUS MERCHANDISE 
1911 1911 
el Peres, $ 200.00Dec.31 Returns ........... $ 10.00 
eee 900.00 Allowances ........ 5.00 
Inward freight ..... 15.00 Trade discount ..... 95.00 
Delivery expense ... 45.00 ME SEwekencacccus 885.00 
Allowances ........ 5.00 
$ 1,165.00 $ 995.00 


The other accounts in the ledger were: 


Debits: salary of manager, $500; furniture and fixtures 
$10,000; interest on capital, $500; cash, $12,790; rent, $600; 
account receivable, $18,742.31; light, $52; notes receivable, $5,- 
000; sundry store expense, $75; accrued interest on notes re- 
ceivable, $100; interest on notes payable, $250; goodwill, $5,- 
000; salaries of salesmen, $325; wages of porter, $50; advertis- 
ing, $750; commission, $225; salary of bookkeeper and clerk, 
$100; office expense, $112; A. Palmer, drawings, $200; B. 
Stubbs, drawings $1,000. 

Credits: accounts payable, $5,548.01; notes payable, $10,- 
000; interest accrued on notes payable, $250; A. Palmer, cap- 
ital, $20,000; B. Stubbs, capital, $20,000; rent payable, $600; 
interest on notes receivable, $100; A. Palmer, drawings, $750; 
B. Stubbs, drawings, $250. 
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The inventories at December 31, 1911, were clothing, $o,- 
000; furnishings, $3,000; miscellaneous merchandise, $250. 
From the foregoing prepare: 

(a) General balance sheet—December 31, 1911. 

(6) Statement of income and profit and loss for the 
month ended December 31, 1911, supported by a 
schedule showing the gross profit according to the 
different classes of goods. 
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Adjustment of Fire Losses 


Editor, The Journal of Accountancy: 

Sir: The writer, who is an adjuster of fire losses, has read with 
much interest the articles of Mr. H. C. Bentley running in your maga- 
zine. The departments of accounting touched by the adjuster are not 
extensive, but within their limits there is a variation of method and lack 
of standards which is deplorable. No one will more highly approve of 
the effort Mr. Bentley is making than the representatives of the fire 
insurance companies on whom devolves the work of auditing the claims 
of the insuring public. 

Referring particularly to page 399 of the June number, under heading 
Cost of Goods Sold, Mr. Bentley has the following sentence: 

“An inventory which has been written down to market value 
knocks the computation of goods subsequently sold into a cocked 
hat, so to speak.” 

In the adjustment of losses or stocks of merchandise this very feature 
of inventories taken at figures other than original invoice price, or orig- 
inal invoice price, freight added, or original invoice price less cash dis- 
count, or original invoice price, less cash discount, freight added, or 
cash is constantly causing troubles and wrangles, being invariably a source 
of friction in a class of adjustments which should be simply problems of 
accounting with only one solution. 


Note the position in which a merchant finds himself in the following 
circumstances. His first inventory is made on one of the above men- 
tioned bases. His second is written down to a depreciated figure, or to 
show the then market value, which has declined. No notation is made 
on the inventory showing that it has been written down, or the amount 
by which it has been written down. Some six months later he is burned 
out. 


The only evidence of his profits will be the showing of his books 
between the inventory dates. With his last inventory made on a written 
down and uncertain basis it will be impossible to ascertain the cost of 
goods sold. In other words, it will be impossible to separate the profit 
made in the sales from the loss occasioned by the lower market or the 
effects of depreciation. The only obtainable profit will be the gross profit 
of his business. Reducing this profit to a percentage of the sales made 
during that period, and then deducting the same percentage from his 
sales between date of last inventory and date of fire, the resulting figure 
will not represent the true cost of the goods sold. It wil! yield a figure 
which is not only the cost of the goods sold, but cost plus loss by de- 
preciation. Subtracting this figure from aggregate of inventory and 
purchases, the remainder will show stock on hand at time of fire consid- 
erably less than actual stock. The adjuster representing the insurance 
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company will then properly demand a deduction from this figure of such 
depreciation as is to be expected in such stocks. If the inventory cannot 
be checked back to invoices to prove its writing down, the merchant will 
either be compelled to yield the depreciation or face the uncertainty of 
an appraisal, as no adjuster feels justified in accepting as depreciated or 
written down an inventory which bears no original entry nor notation of 
such depression. As there are numbers of articles which are inventoried 
in such a way as to make impossible a checking back to invoices, the 
danger of the written down inventory is apparent. 

The writer had occasion recently to compare the book showing of 
stock in one of our large department stores with actual stock taken under 
direction of adjusters at invoice price. After reducing the actual in- 
ventory showing to cost by applying average freight and cash discount, 
and depreciating this figure ten per cent, there was still considerably more 
stock on hand than was shown by the books. Had the firm burned out 
so as to require an adjustment from the books alone, their inventories 
would have furnished no evidence as to the amount of depreciation. 
Ten per cent would have been a fair depreciation, and this firm would 
have lost some $12,000 by reason of bad accounting methods. 

The accountant supervising mercantile operations where the stocks 
arc liable to destruction by fire should never forget that his client any 
day may be called upon to witness the loss of his entire physical assets 
and face the future with nothing but a set of books and a batch of poli- 
cies. Then, if ever, he is in need of accurate records, the bases of 
which are his inventories. If these have been properly taken, and his 
records of purchases and sales preserved, his adjustment nine times. out 
of ten will move smoothly to a prompt and equitable settlement. But 
if the inventories have been taken on a reduced basis, and there is no 
way of producing from the books evidence of the reduction, he will 
probably carry to his grave the conviction that company adjusters are 
hired simply to cut down claims to the last possible dollar. 

While the writer has seen nothing in Mr. Bentley’s articles referring 
to the calculation of stock on hand in case of fire, yet the direction for 
making inventories as outlined by Mr. Bentley on page 334 of the May 
number contains an instruction which, if carried out, would eliminate 
any possible contention on this score. That instruction is as follows: 

“Goods which are shop-worn, or otherwise damaged, or the 
value of which has materially decreased because of change in styles, 
or because of their being out of season, should be inventoried at 
both cost and depreciated value.” 

The adjusters of the country will heartily welcome Mr. Bentley’s sug- 
gested standard in this matter. 

I suggest the term Jnvoice Price in preference to Invoice Cost, as cost 
and price are not synonymous. The application of cash discount and 
inward freight to invoice price produces cost. 

Yours very truly, 
Prentiss B. Regp. 

Birmingham, Ala., July 1, 1912. 
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When the Year Ends on Sunday 


Editor, The Journal of Accountancy: 

Sir: In reply to the letter of Semper Vigilans appearing in the June 
issue I would like to say that I consider that he is correct in stating 
that a fiscal year should consist of the entire year even though the last 
day happens to be Sunday. Hence the balance sheet submitted in the 
May number should have been dated December 31, 1911. I computed 
accruals to and including December 31, but dated the balance sheet as 
of December 30, 1911. Following Vigilans’ suggestion I made the profit 
and loss statement and supporting schedules cover a full year ending 
December 31, IQII. 

Yours truly, 
H. C. BENTLEY. 





Standardization of Accounting Forms 


Editor, The Journal of Accountancy: 

Sir: I have been reading with much interest the series of articles by 
Mr. Bentley on the Standardization of Accounting Forms and Methods 
which you are publishing and would be glad if he would explain what 
appears to be an inconsistency in the June installment. In this number 
as well as in his Science of Accounts he says that unless a proper pro- 
portion of freight and hauling inward is added to the invoice cost of 
goods on hand both at the beginning and close of the period, freight 
and hauling inward may as well be closed as an operating expense. This 
seems to admit of no argument but would not the same theory apply to 
purchasing department expenses and warehouse expenses which he in- 
cludes in exhibit B, schedule 1? Would it not be simpler and equally 
satisfactory to eliminate all these items from the cost of goods sold, 
thus making this caption represent nothing but the net invoice cost of 
the turnover? 

Very truly yours, 
J. A. Councrtor. 

Fort Yates, N. D., July 5, 1912. 





Editor, The Journal of Accountancy: 

Sir: I have read with great pleasure Mr. Bentley’s articles on Stand- 
ardization of Accounting Forms and Methods, and will say that this is 
certainly a great step in the right direction. I wish to call your atten- 
tion, however, to the article which appeared in the June, 1912, issue. 

Under heading of exhibit B, schedule 1, Mr. Bentley shows all the 
different expenses incurred in procuring the raw material. The cost of 
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goods on hand at end of period however is shown at its prime cost, 4. ¢., 
what the firm paid to the different firms from which the goods were 
bought. My opinion, however, is that these goods on hand should bear 
an equal proportion of the expenses to those which were in the manu- 
facturing processes. 

I would like to hear Mr. Bentley’s ideas on this point—which appears 
to be all important in preparing the profit and loss statement, as the 
addition to the goods on hand would certainly increase the profits car- 
ried to surplus account. 

Yours truly, 
F. J. VANpER Hoeven. 

Chicago, July 9, 1912. 





Editor, Journal of Accountancy: 

Sir: In the fifth article on Standardization of Accounting Forms and 
Methods, on page 28 of your issue of July, 1912, Mr. Bentley discusses 
the subject of cash discounts as follows: 


“How in the name of common sense an accountant can consider cash 
discounts on purchases as a deduction from gross purchases when com- 
puting net profit is more than the writer can comprehend.” 


As an accountant who has recommended to clients this deduction of 
cash discounts from purchases, I feel that the other side of the case 
from that taken by Mr. Bentley should be stated. 

In many lines of business, and notably in the case of dry goods, the 
cash discounts run as high as 10%. One of the large department stores 
in Boston shows a gain from cash discounts during the year greater than 
the net profit from the business. If, in the loss and gain statement of 
this company, the cash discounts were shown as “other income,” the 
results from the general trading would show a loss which would 
emphatically not show the true results of the trading, as the heads of the 
departments in purchasing, and in placing the sales prices on merchandise, 
take into consideration the cash discounts. Every discount is taken as a 
matter of course, and it is never regarded merely as an extra source of 
income. The logical conclusion seems to be that cash discounts should 
be deducted from the cost of the merchandise. 

I think all accountants will agree with me that accounts should be 
carried on the books to give information to the men in control of the 
business. Comparing two departments operated under the plan suggested 
by Mr. Bentley, the department which dealt in merchandise on which 
there was but a small cash discount might show a fair profit, while 
another, for example the dress goods department, showed a loss, which 
loss was of course more than counterbalanced by the cash discounts 
taken, but credited in the general account of cash discounts instead of to 
the dress goods department. The question which should, and I believe 
does, interest the managers of a business, is not what they have gained 
in cash discounts during the year, but what they have lost from discounts 
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which they might have taken. If the amount lost in discounts is large, 
the net gain from borrowing money to take cash discounts will be readily 
seen. 

As a converse to deducting the cash discounts from purchases, we 
must necessarily deduct cash discounts allowed customers on sales. The 
same reasoning supports both procedures. The subject of cash discounts 
is treated at length in Chapter 21 of Professor W. M. Cole’s work on 
Accounts, Their Construction and Interpretation, and I recommend that 
Mr. Bentley and other accountants who hold his views refer to this 
chapter. 

Very truly yours, 
C. Ouiver WELLINGTON. 
Boston, July 23, 1912. 





An Appreciation of the New York C. P. A. Examinations 


Editor, Journal of Accountancy: 

Sir: As a candidate who took the June examination for certified 
public accountant in the state of New York, and before knowing the 
result, I desire to express my appreciation of the character of the ques- 
tions in all of the four subjects. I believe I am a practical accountant, 
for I first entered the office of a chartered accountant in London nearly 
twenty-four years ago, and have had a varied experience in American 
offices for twenty years. Circumstances have prevented my trying for 
the C. P. A. degree until this year, but I have watched the examination 
questions in many states, and particularly New York, for many years. 
I have heard the examinations in the past criticised as being “theoretical,” 
“academic,” and no real “test of a practical man.” Surely this criticism 
cannot fairly hold against the recent examination. Whether I, person- 
ally, have been successful or not, I submit that the questions were 
eminently practical, covering a wide and proper range in all four subjects, 
—a fair and excellent test of a man’s right to practise as a C. P. A., and 
comparing well with the best examination ever held for certified public 
accountants in the United States or for chartered accountants in Great 
Britain—and I have read the questions set at the majority of them from 
the beginning of examinations to date. 


The refreshing feature of the examination is the evident purpose of 
the board of examiners to maintain, and to hold candidates to, standards. 
Practical accountants have preached for years of the necessity for stand- 
ardizing nomenclature, classifications and forms, etc., yet when the Inter- 
State Commerce Commission comes out as an authorized supreme court 
of last resort, possessing all the final authority of law, and imposes upon 
the profession a classification of accounts for steam roads, for instance, 
some of these same accountants “howl” because said classification does 
not meet their narrow views in some particular. Likewise with the 
Public Service Commission and its accounting rules for various public 
utilities. These men overlook the fact that these governmental bodies 
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Correspondence 


have honestly sought and obtained the opinions of the very best practical 
men in the offices of railroads and other enterprises concerned. 

Question No. 7 in the theory paper, “How does the Inter-State Com- 
merce Commission require reserves to be presented in the balance sheets 
of common carriers?” and question No. 14 in the same paper are surely 
eminently practical questions, and aim to test a knowledge of standards 
having the sanction of law—an authority higher than the opinion of any 
accountant. The relation of question No. 7 in theory to question No. 1 in 
practical accounting,—i, e. the preparation of a balance sheet to meet the 
requirements of the Inter-State Commerce Commission, is evident. Ques- 
tion No. 1 in the theory paper, “Reduce the single entry system to a few 
accounting equations that will embody all its basic principles,” has a 
very direct relation to the principles involved in question No. 3 in the 
practical paper. I venture to say that very few practical accountants 
recognize that there are any basic principles in single entry book-keeping, 
but the insurance department of the state of New York recognizes it in 
requiring the preparation of form No. 1 of the annual report of life 
insurance companies, “Proof of ledger assets’—upon which form of 
statement question No. 3 in the practical paper is evidently based. The 
writer of a recent book on the Science of Accounts will probably be 
shocked at the board’s recognition of “unscientific” standards set by the 
New York state insurance department. Question No. 3 of the theory 
paper, which gave me an opportunity to deny the many extravagant 
claims made for the voucher record was most acceptable. How many 
victims of “systems” installed by “practical” accountants are today sigh- 
ing for a creditors’ ledger? The relation of question No. 9 in theory te 
question No. 2 in practical is evident. Both are eminently practical ques- 
tions met with by every experienced accountant and involving points upon 
which any man entitled to a C. P. A. appendage should be informed. 

The paper on auditing, in my opinion, marks a great step forward in 
coming closer to the every-day work of the public accountant. The 
academic youngster undoubtedly fell short on question No. 1. A correct 
answer required actual knowledge—not the guess-work by which ques- 
tions in examinations some years back might have been correctly 
answered. The questions searching the auditor’s knowledge in dealing 
with defalcations (No. 2 and No. 12) are, I believe, quite a departure 
from the style of auditing questions heretofore set. Question No. 3 re- 
quired an answer which, to be correct, would make the “comments” on 
audits of some practising accountants with reference to the steps taken 
to verify an inventory look elementary. Likewise question No. 6, which 
I believe is unique. How often do practical accountants take steps in an 
audit to safeguard a client regarding the fire insurance carried on a 
stock of merchandise? Twenty, fifteen, or even only ten years ago, the 
auditors I knew would say such a matter was beyond their province. 
What? Beyond the province of a practical accountant? The New York 
state board of examiners evidently ‘doesn’t recognize the narrow limitation 
of the responsibilities of the profession. 


I do not desire to trespass unduly on your space, but, in conclusion, 
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would briefly refer to the paper on commercial law. The paper was, in 
my opinion, admirable and in line with the others referred to above. It 
covered the accounting field, embracing the law of contract, negotiable 
instruments, marine and fire insurance, partnership corporations, agency, 
etc. 

The profession is to be congratulated on the evident care which was 
taken by the examiners to make an examination in every respect worthy 
of its highest aims. 

Yours truly, 
Frep’k Geo. Couey. 
New York, July 15th, 1912. 





Announcements 


E. A. Ashdown, C.P.A., and A. S. Fedde, C.P.A., announce the con- 
solidation of their accounting practice under the firm name of Ashdown, 
Fedde and Company. The offices of the firm are in the National Bank 
of Commerce Building, 31 Nassau Street, New York City. 





John H. Baker, C.P.A., formerly accountant and auditor of the 
Colorado Title and Trust Company, announces the opening of offices on 
May ist, last, at 415 Exchange National Bank Building, Colorada Springs, 
for the independent practice of public accounting. 





New York State Society of Certified Public Accountants 


The New York State Society of Certified Public Accountants has 
elected the following delegates and alternates to represent the society 
at the annual convention of the American Association of Public Ac- 
countants : 








Delegates 


W. F. Weiss, chairman 
Alexander Aderer 
Frank Broaker 
Leonard H. Conant 
Henry R. M. Cook 
Leon O. Fisher 
Charles Hecht 
Frederick H. Hurdman 
Richard T. Lingley 
Charles S. Ludlam 
Charles S. McWhorter 
Duncan MaclInnes 
Perley Morse 

J. Lee Nicholson 
Warrel S. Pangborn 
S. D. Patterson 

John R. Sparrow 
Elijah W. Sells 
Arthur W. Teele 
William H. West 
John R. Wildman 


Alternates 


James T. Anyon 

David E. Boyce 

Hervey S. Champlin 

Howard B. Cook 

W. J. Gunnell 

Alexander Hunter 

Maurice S. Kuhns 

Charles A. Mackenzie 

John Moull } 
Charles A. Nicklas 
Henry A. Niles 
Homer S. Pace 
Alfred Rose 

Dan Sachs , 
Harry T. Searle 
Dana F. Stark 

A. S. Vaughan 

W. A. Watson 
Norman E. Webster 
James F. White 

A. F. Wicks 
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Epirep sy Lee Gattoway, Px.D. 


VALUATION OF PUBLIC SERVICE CORPORATIONS. By Rosert 
H. Wuirren, Px.D., 708 pp. The Banks Law Publishing Co., New 
York, 1912. $5.50. 

Valuation of Public Service Corporations, by Robert H. Whitten, 
Ph.D., is a work of more than ordinary interest and merit. The treat- 
ment of this complex subject, covering a comparatively new field, shows 
careful study and preparation, for the treatise is at once comprehensive 
and succinct. 

The best description of the scope and usefulness of this excellent 
book is contained in these excerpts from the author’s own preface: “I 
have taken up this work as a natural outgrowth of duties during the 
past four years that have required the briefing of the various problems 
arising in connection with actual valuations. In working up the subject, 
not only the published decisions of courts have been examined but the 
unpublished reports of special masters in equity, the reports of special 
arbitrators and appraisal commissioners appointed by the courts, the 
decisions of state railroad and public service commissions and the reports 
of appraisers appointed by local authority. As much of the material 
referred to is not available even in a well-equipped law library, the 
quotations made are very full, and sufficient additional information is 
given to permit the reader to use and cite the precedents referred to 
with assurance that he has a full and accurate statement of the essential 
facts. Even opinions from the published law reports are also quoted 
and annotated with unusual fullness. This serves several purposes: 
First, it facilitates the study of the subject by bringing the essential 
material together; second, many lawyers would not have all the state 
decisions referred to conveniently at hand; third, the book is also de- 
signed for use by public utility managers, accountants, engineers and 
others to whom the published law reports will not be available. Follow- 
ing the detailed study of specific cases, with full quotations there is for 
each subject a brief summary of the law and precedents together with 
a statement or discussion of the economic principles involved.” 


“The questions as to what elements should be included in a valuation 
for any specific purpose are fundamentally economic. But though the- 
ories of valuation must be based on economic principles they can only 
be given legal authority through their acceptance by the courts and in 
the last analysis by the supreme court of the United States. As the 
entire question is still in a developmental stage and as many of the points 
involved may not receive final authoritative determination for many 
years, it has seemed particularly important to include a rather full state- 
ment or ‘discussion of economic principles. The author realizes that 
the conclusions indicated by such discussion are purely tentative. The 
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subject has, however, been approached with an earnest desire to contrib- 
ute to just and scientific solutions.” 

Each chapter treats of the economic principles involved in some salient 
feature of the valuation of public service corporations, with its many 
diverse elements. The chapters dealing with the purposes of valuation 
and the various bases of valuations to be utilized for rate making are 
exhaustive and instructive. 

In the discussion of the purposes of valuation it seems to be definitely 
established that there should be four different methods of valuation 
recognized, viz., one for taxation, another for municipal purchase, an- 
other for rate-making and another for capitalization. The theory is no 
longer generally held among commissions that valuations should be of 
the same character regardless of the purpose for which the valuation is 
required. 

Under the treatment of valuations for rate purposes, the different 
bases are considered at length, viz., the fair value, the market value, 
the cost of reproduction and the actual cost. The theory of fair valua- 
tion as a basis for rate-making is of recent origin and discussions of 
the principles do not appear to argue its adoption as preferable to the 
other types of valuation. From the decisions rendered it seems clear 
that the market value basis as a standard for rate purposes is imprac- 
tical, as it is obviously impossible to base reasonable rates on a market 
value that is itself determined by reasonable rates. Although the actual 
cost basis as viewed from the standpoint of principles regulating public 
service may readily be accepted as the most equitable and natural stand- 
ard of valuation for rate-making purposes, the general opinion as indi- 
cated by recent decisions of the courts seems to favor the cost of 
reproduction basis as a standard of valuation, inasmuch as it is the 
“present value” of property that is to be determined for rate purposes. 


The discussion of working capital in its relation with problems of 
valuation introduces much thought as to the methods of its determination. 
This will be of interest to accountants as very little has been written 
on this important phase of accounting theory. 

Perhaps the most interesting and profitable chapters in the book are 
those on depreciation—Physical Depreciation, Cost-New vs. Costless- 
Depreciation, Functional Depreciation and Annual Depreciation Allow- 
ance. While a great deal has been written upon this most important 
point of accounting, there is yet much to be learned in the matter of its 
treatment under varied conditions. Dr. Whitten had treated this subject 
in such a thoroughly logical manner that these chapters will be of con- 
siderable value for reference. 


Other chapters on the Going Concern, Franchises and Rate of Return 
in their relation to the valuation problem, abound in matter of importance 
and interest to students as well as practitioners, whether they be engineers, 
lawyers or accountants. 

Rosert Le C. Hovey. 
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ENGINEERING VALUATION OF PUBLIC UTILITIES AND FAC- 
TORIES. By Horatio A. Foster. D. Van Nostrand Company, New 
York, 1912. Price, $3.00; 345 pages. 

A book or in fact any good article on this subject is of interest at 
this time when many railroads of the country are either having a valua- 
tion made of their physical property or are making arrangements for one; 
and when there is every prospect of the Adamson bill passing at the 
next session, which will authorize the Interstate Commerce Commission 
to cause valuations of the railroads to be made. This book is of par- 
ticular interest as a large part is devoted to railroads. 

Before starting our discussion we should consider that the author 
had the following two objects in mind when writing this work: 

1. To supply a part of the demand for information about valuation 
with a book, almost rudimentary, in order to show how simple are the 
elements going to make up valuation. 

2. The subject is much too large to be treated in more than an ele- 
mentary manner in this book and he had to condense much of the 
theory, expanding only those elements which seem to be the most 
needed by engineers. 

The various definitions and the discussion of value and the divisions 
under which it may be considered in valuation work are good. The 
figures and data given in connection with the chapter on the amount 
which overhead bears to the original construction costs is especially 
interesting to accountants. The author claims that every valuation should 
show separate and total values for, (a) cost to reproduce property new, 
(b) present or depreciated value as of date of appraisal, and (c) phy- 
sical development charges. He gives the reader a very clear statement 
of just what each covers and the reason for using it. 

Accountants should be interested in the fact that on page 43 the 
author says “For classification, assembling, setting prices, computating, 
and making final sheets, the writer has come to the conclusion, after 
long tests, that only trained accountants are fully competent for this 
part of the work.” 

Over eighty pages are devoted to explanations and cuts of various 
forms for use in valuations and from them accountants can get many 
valuable suggestions. Many of the forms used by the Wisconsin tax 
and railroad commission, in its work, are reproduced for the first time. 

Under goodwill there is an excellent compilation of the court rulings 
as to what goodwill is and at what figure it may be carried. The author 
believes that there is no goodwill unless there is a going concern which 
is subject to competition. 

Depreciation is well treated in a chapter of over seventy pages. The 
discussion is supported by many authorities and the tables of estimated 
depreciation as used by prominent commissions and experts makes this 
chapter well worth perusal. 

Like many others who are not accountants the author does not 
appear to have a clear conception of the distinction between reserves 
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and funded reserves. The last part of the book containing the deci- 
sions, in the most famous rate and valuation cases, is of value as it 
allows the reader to see how courts of law treat the subject. 

In summarizing, it can well be said, that considering the motives 
in view the author has produced a good book. The action of the writer 
in quoting court decisions and other authorities throughout the book is 
commendable, since all readers can get a broader and more accurate 
view of the subject and respect for the decisions of our courts of law. 


R. E. N. 


AUDITING. By Lawrence R. Dicxsesr, F.C.A. Ninth edition; 1016 
pages, 1912. Gee & Co., London, England. Price abroad, 11 shillings, 

10 pence.. 

A reviewer of this work can say little about it that has not been 
said many times before at the appearance of the past editions. 

THe JourNAL oF AccouNTANCY has given lengthy reviews of the first 
and second American editions which are of much greater value to 
American accountants, as the English law is different in many respects. 
Regardless of the legal failings of the English works for American use 
this edition is well worth a place on our accounting bookshelves as the 
purposes and theories of auditing are about the same the world over. 

The author has certainly produced the best book on auditing yet pub- 
lished in this edition. He has carefully revised the text and has added 
much new material (mostly legal decisions). The greatest failing of 
this book is the very meagre table of contents. It lacks that completeness 
that makes a work of its character so useful both to the accountant and 
layman as a work of reference. If in future editions the author corrects 
this weakness the store of useful information contained in it will be 
much more accessible. 














Legal Department 


Epitep By CHARLES W. GERSTENBERG, PH.B., LL.B. 


The Legal Department of THE JOURNAL OF ACCOUNTANCY is prepared to ren- 
der a genuine service to its subscribers and readers, by undertaking to answer 
legal questions submitted to it. These questions, while they may be suggested 
by the problems that arise in the practice of our correspondents or by the more 
theoretical requirements of examination boards, should always be so stated as 
to call for single propositions of law. Whenever the Department receives a 
query the correct answer to which may vary with many possible but unstated 
circumstances the correspondents will be asked to give the details or advised 
to consult local counsel. Reasonably prompt replies by the Department will be 
made by personal communication or through the columns of THE JOURNAL. Ad- 
dress all communications to THE JOURNAL OF ACCOUNTANCY, Legal Department, 
198 Broadway, New York City. 


MISAPPROPRIATION BY OFFICER—NotT THE Act oF THE BANK 


The case of Schumacher v. Greene Cananea Copper Co., et al., recently 
decided by the supreme court of Minnesota (134 N. W., 510) presents a 
very interesting question. A stock certificate was pledged with a bank 
and was subsequently misappropriated by an officer of the bank for 
his own purposes. The court held that the act of the officer was not 
the act of the bank and that the owner of the stock certificate indorsed 
in blank, who was not guilty of negligence, was not estopped from 
asserting title thereto as against an innocent good-faith purchaser for 
value who derived title through an officer of the bank who stole such 
certificate. The opinion of the court is in part as follows: 


“If the sale of this certificate of stock was the act of the bank, the 
appellants should prevail; for the weight of authority is that where, by 
a wrongful or unauthorized act, two innocent persons have been placed 
in a situation where a loss must be bourne by one of them, it falls on 
the other who first trusted the wrongdoer and put in his hands the means 
of inflicting the loss. Scollans v. Rollins, 179 Mass., 346; East Birming- 
ham Land Co. v. Dennis, 85 Ala., 565. But the court found that the act 
of abstracting and selling the certificate was not the act of the pledgee 
bank, but of one of its officers, for a purpose personal to him. In our 
opinion this finding is abundantly supported. Larson, prior to May 17, 
1909, was a defaulter. He had depleted the funds of the bank by stealing 
or embezzling large amounts. In an attempt to hide or cover these de- 
falcations during an expected visit of the bank examiner, these stock 
certificates were purloined and disposed of by Larson, and the proceeds 
turned into the bank’s funds. The note of plaintiff was not in the bank, 
but was found at the office of another concern managed by Larson. The 
broker did not have the transaction in regard to the sale of the certificates 
at the bank, and did not understand that he acted for the bank. The 
circumstances that Larson had previously stolen large amounts from 
the bank, and by the theft of this certificate and a large number of others 
obtained funds which he caused to be turned over to the bank to cover 
up the prior thefts does not change the nature of his last offense. Plain- 
tiff dealt with the bank, not with Larson. He intrusted the certificate 
to the possession of the bank. He authorized no one but the bank to 
sell or deliver it on any condition. There is no evidence that the bank 
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would have been in need of funds, but for Larson’s thefts and defalca- 
tions. 

“The chief contention of appellants is that plaintiff, by pledging the 
certificate, indorsed in blank, and by the authority given in the note to 
the cashier to sell in case of default, is now estopped from asserting 
title as against an innocent good-faith purchaser for value. The only 
act of plaintiff upon which appellants may claim that they relied in mak- 
ing the purchase is the blank indorsement of the certificate. But the 
law is that the blank indorsement on a share certificate of stock does 
not, in itself, estop an owner from claiming it, in a case where it has 
been stolen from him and has passed into the hands of an innocent holder 
for value. A certificate representing shares of stock is not negotiable 
paper in the sense that the good-faith holder cannot be questioned. This 
is conceded to be the law in the cases relied on by appellant. Shattuck v. 
American Cement Co., 205 Pa., 107; Knox v. Eden Musee American Co., 
148 N. Y., 441. 

“In the present case it is found that, in pledging the certificate in- 
dorsed in blank with the bank, plaintiff was not negligent; hence no 
estoppel on that ground. The finding cannot well be challenged. The 
bank was a national bank in good standing. Pledging stock certificates 
as security for loans at banks is so common and extensive in the business 
world that no one questions the care and prudence of the one who thus 
trusts the possession of his property to a going bank. In order to make 
such a pledge available, it is customary, and perhaps necessary, to have 
certificates indorsed. But it is claimed that by pledging the certificate 
plaintiff intrusted its possession to the officers of the bank, because the 
bank could exercise control over the property only through its officers 
or servants. Therefore, having placed the certificate in the bank, where, 
of course, its cashier had access to it, the contention is that plaintiff 
trusted to his honesty, and, the cashier having abused this confidence, 
plaintiff, and not appellants, must bear the loss. We are cited to no case 
which holds that, where property of this kind has been intrusted to a 
corporation for safe keeping, theft thereof by any of its officers or ser- 
vants will estop the owner from asserting title thereto as against the 
title derived through the thief by an innocent good-faith purchaser for 
value. We have already adverted to the fact that plaintiff dealt with 
and trusted the bank—not any of its officers. And it would seem a 
reasonable view that, unless the disposition of such property be the act 
of the corporation, the officer of agent concerned in such disposition may 
be regarded as an intermeddler and outsider.” 





DISTINCTION BETWEEN CONSOLIDATION AND MERGER 


In the matter of Bergdorf’s will (133 N. Y. S., 1012) a testator ap- 
pointed as executors and trustees two individuals and a trust company 
and the survivors and successors of them. The trust company there- 
after and prior to the death of the testator was merged into another 
trust company as authorized by the banking law. The court held that 
the latter company was entitled to letters testamentary. 


The court bases its decision on the provisions of section 39 of the 
banking law which reads as follows: 


“Upon the merger of any corporation in the manner herein provided 
all and singular the rights, franchises and interests of the said corporation 
so merged in and to every species of property, real, personal and mixed, 
and things in action thereunto belonging shall be deemed to be trans- 
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ferred to and vested in such corporation into which it has been merged, 
without any other deed or transfer, and said last named corporation shall 
hold and enjoy the same and all rights of property, franchises and inter- 
ests in the same manner and to the same extent as if the said corporation 
so merged should have continued to retain the title and transact the 
business of such corporation; and the title and real estate acquired by 
the said corporation so merged shall not be deemed to revert by means 
of such merger or anything relating thereto:” 


Under this section the effect of a merger is to transfer rights and 
liabilities to the merged company and it includes such a right as in 
the case at bar. The opinion of the court follows in part: 


“We agree with the contention of the learned counsel for the appellant 
that there is a marked difference under our statutes between the consoli- 
dation and the merger of two or more corporations, and that upon a 
consolidation a new corporation springs into existence and the prior 
corporations are dissolved and cease to exist (People ex rel. New York 
Phonograph Co. v. Rice, 57 Hun, 486; People v. N. Y. C. & S. L. R. Co., 
129 N. Y., 474; sections 7-11, inclusive, Business Corporation Law; sec- 
tions 140-145, inclusive, Railroad Law); while under the statutes author- 
izing a merger of corporations one is continued without the formation of 
a new corporation and the others are merged in it (Lee v. Atlantic Coast 
Line R. Co. (C. C.), 150 Fed., 775). 

“The Legislature must be presumed to have known these well-recog- 
nized distinctions, and by omitting any reference to consolidation in the 
banking law, and providing merely for a merger of banking corporations, 
it must have intended to preserve such distinctions. The corporation, 
therefore, the name of which is continued and into which the others are 
merged, becomes the successor of the merged corporations, subject to 
the rights conferred and the obligations imposed by statute. 

“Tt is further contended by the learned counsel for the appellant that 
the history of these sections of the banking law, and of amendments 
thereto, is such as to indicate a legislative intent that the right which the 
merger corporation had to become one of the executors and trustees of 
the will was conferred upon, and continued in, the appellant company by 
virtue of the statutory provisions. We refrain trom expressing an 
opinion upon that important question at this time, for, as we view the 
record, it is not necessarily presented for decision. 

“It is sufficient, we think, to establish the right of the appellant to 
letters testamentary that it is the successor of the Morton Trust Company 
for the testator not only designated the Morton Trust Company his execu- 
tor and trustee, but its successors as well. The word ‘survivors’ was used, 
which could have reference only to the individual executors and trustees, 
and the word ‘successors’ was used, which could relate only to the cor- 
porate executor and trustee. It is contended that this provision of the 
will and other references therein to ‘successors’ are susceptible of the 
construction that they refer to appointments by the surrogate’s court 
pursuant to the provisions of the code of civil procedure (sections 2605, 
2692, 2603 and 2818) of successors to executors and trustees, in certain 
instances. He was appointing his executors and trustees, and he is pre- 
sumed to have known the law, which then provided for the appointment 
of successors, not by him, but by the court in certain instances, and also, 
in effect that the Morton Trust Company might go out of existence in 
name, but that its functions might continue and be performed by a cor- 
poration into which it merged, which would become its successor and it 
is the more reasonable view that he desired such successor to become 
an executor and trustee under the will. The fact that he used the plural 
in each case which was inapplicable does not destroy the argument, for 
there is no construction which affords an explanation of the use of the 
plural.” 
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Missouri State Board of Accountancy 





At a meeting of the state board of accountancy of Missourt. Mr. B. D. 
Kribben was elected secretary of the board. His address is 1223 Central 
National Bank Building, St. Louis, Mo. 

The board as now constituted consists of the following members— 
the dates given indicate expiration of commission of each member: 

H. T. Westermann, St. Louis, Mo., Sept. 14, 1912. 

W. P. Hoehn, St. Joseph, Mo., Sept. 14, 1913. 

Frederic A. Smith, Kansas City, Mo., Sept. 14, 1914. 

Bertram D. Kribben, St. Louis, Mo., Sept. 14, 1915. 

David L. Grey, St. Louis, Mo., Sept. 14, 1910. 


The examinations are set for December 2, 3 and 4. 











ERRATA FOR AUGUST ISSUE 


The following errors occurred in the article on the June C. P. A. Examinations 
appearing in the August number of the JoURNAL due to the inability of the 
author to read the proofs on account of absence from the city: 


Page 77 


Page 7 
Page 7 
Page 7 


Page 8: 
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Page 8 
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Page 86, 
Page 89, 
Page 89, 
Page 89, 


Page 9 
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“comprise’’ should read ‘‘constitute.” 
nconceivable”’ should read “conceivable.”’ 
uld”’ should read “should.” 
3 under C should end with “fixed charges.’’ The balance 
is general comment. 
Subdivision C under Answer No. 1 should read “Decreases of assets plus 
increases of liabilities, etc.” 
Answer No. 3, line 6—‘‘as’’ should read ‘“‘to.’”’ 
swer No. 5, line 12—insert ‘“‘not’’ between ‘“‘and invested.” 


, 2d Theory, line 5—‘‘condition’”’ should read ‘‘status.” 


Answer No. 7, line 3—drop ‘‘and equipment.”’ 

line 4—“‘charges”’ should read “charged.” 

Explanation (0b), line 6—‘refund”’ should read “return.” 

Insert before last line of journal explanation ‘“‘revisionary addition of 

$15.00 to the.”’ 

Section (a) should be: 

(a) Cost of Ore Surfaced and Warehoused : 
Inventory value of ore in galleries at May 31.. 250 1.50 375.00 
Labor on ore mined during June—miners...... 1,020 “ 1,530.00 


1,270 1.50 1,905.00 
Deduct inventory of ore in galleries at 
30, 1911 7 480.00 


Remainder 950 1.50 1,425.00 
Cost of Surfacing and Warehousing Labor.... m 550 475.00 


950 2.00 1,900.00 


Problem 3, part 2—‘Total income” should read ‘Total.’ 


